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Stock Listed on the New York Curb. 
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High, 1%; Low, 5-16. Present market, % bid, 
9-16 asked. 
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N the first of February the average price of fifty active railroad and industrial 
stocks touched 6914, which was about one point higher than the advance which 
temporarily culminated January 3rd after the President’s announcement in favor 

~” of guaranteeing railway earnings during the war. 

This represented a rally of about 12 points from the low point of 1917, which was 

reached December 20. It was a greater advance than was recorded at any time during 

the prolonged decline which started from the average price of 102 on November 18, 

1916. The full swing. of that decline was 44142 points. It was interrupted by two con- 

siderable rallies, one of nine points, culminating near the end of March, 1917, and 

another of a little less than nine points, ending near the middle of June. During the six 
months from the middle of June to the middle of December the greatest rally was less 
than six points. 

It was, therefore, high time for a considcrable rally on technical grounds alone. The 
upturn of 12 points was 27% of the decline. 


The Bond Market 
ete 
bd T 


T IS interesting to compare these movements with those of high grade bonds. 
An average of ten railroad bonds of the best grade touched its high point at 








96.7 January 18, 1917, and declined to 81.1 December 20. The best 
rally in all that long decline was a trifle over a point in November. 

From the low point of December 20 these bonds advanced to 84.6 February 4, 
1918, a rally of 31% points, or 22% of the decline. Industrial bonds had a somewhat 
better recovery than the high grade rails, but on the other hand public utilities and second 
grade rails did not rally as well. 

There were two reasons for the greater proportional rally in stocks than in bonds. 
One was the existence of a considerable short interest in speculative stocks at the low 
level of December. The other was the susceptibility of some stocks—usually designated as 
“*specialties""—to bullish operations because of the small supply available. 


The Price of Capital 
HE highest grade corporation bonds, outside the issues legal for savings banks, 
*& now yield about 6%. This in itself is of course a very high yield for securities 





of that class. But it is to be noted that new capital cannot be obtained on even 
those terms. Out of the fifteen principal offerings of new corporation securities 
in January, fourteen were short term notes yielding from 7% to 8%. Five of these yielded 


7% or over. : " 
Such yields are so abnormal that it may seriously be questioned whether they do not 


discount the effect even of the big war demand for capital. It is not surprising that the 
first hopefully definite sign of peace caused a considerable rally in bond prices. 
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It is to be borne in mind that what might be called the circular flow of capital— 
from the banks to the Government, from the Government to the people in payments for 
materials and labor, and from the people to the banks again—will be much more smoothly 
in operation in 1918 than in 1917. The latter was a year of organization and preparation. 
Even the present winter has not yet brought the smooth working of the war industrial 
machine, partly because of the unusual severity of the weather. But most of the creaking 
and groaning of the machinery will be eliminated by spring. The circular flow of capital 
will be steadier, so that the Government’s demands should have considerably less influence 
toward depressing the prices of bonds and high grade preferred stocks. 


Peace 


HE real peace outlook is probably best reflected in the price of the Anglo-French 

5% bonds—the joint and several obligation of the United Kingdom and 

France, but not protected by any collateral security. The highest price of these 

- bonds in 1917 was 95, and from that point they fell to 817 in December. 
From there they rallied sharply to 897% and are now quoted near that figure. 

-This eight point advance has not been due to any actual increase in the supply of in- 

vestment capital. It represents the opinion of heavy bond buyers as to the peace prospect. 


The Next Bond Issue 


HE. Government's plan of issuing $3,000,000,000 of Treasury certificates to the 
banks at the rate of about $300,000,000 weekly will permit the postponement 
of the next public bond offering until late April or early May, when conditions 
for the sale of the bonds will certainly be much more favorable than now. 

Bankers estimate that about $6,000,000,000 bonds will then have to be issued, upon half 
of which the certificates then outstanding can be applied in payment. 

It is a big program of financing, but we rather expect to see it go through with less 
effect on the security markets than occurred in the case of the Second Liberty Loan. 
There are several reasons for this belief. We have already mentioned one—the smoother 
flow of capital. Another lies in the fact that high grade investment prices are already so 
low. A third is found in the beginnings of a peace prospect, and a fourth in the fact that 
the congestion of traffic which now ties our hands will probably be straightened out by 
that time. 

More and More Government Control 


TILL another reason for probable good resistance of investment markets to the new 
loan offering is the firm support of the Government which is now being given 
wherever needed. No one was certain, when the Second Loan was offered, 

# whether this support would be forthcoming. But it is now clear that Government 
credit will be put behind not only the railroads but also all those industries which are 
essential to the war. 

There can be little doubt that railway rates will be advanced if necessary to provide 
adequate revenues, since the Government is now “holding the bag.’” And Government 
credit will be loaned to industrial corporations to the extent necessary to the forwarding 
of war work. The Government will do these things better as the war progresses. 


The Market Prospect 


PIE. see no reason to change the views expressed in our last issue that an important 
change has occurred in the investment situation. In fact, the action of the bond 
market since then has confirmed our opinion. We believe it is time for the 

, permanent investor to buy good bonds and preferred stocks, because the interest 
yield on capital must be at or near its highest. 

As applied to common stocks, especially of the speculative class, this argument has 

little force. War profits are being reduced by fixed prices, heavy taxes and rising wages. 
And when peace comes it must bring an extensive scaling down of commodity prices and a 


general readjustment of industry which will administer a check to business activity. 
February 11, 1918. 











Our Point of View 


On Vital Factors in Finance and Business 








NDER any sort of normal conditions 

the difficulty lies in selling goods. 

Just now it is in buying them. 

Usually there are plenty of goods 

to be had if anybody has the money to pay for 

them. Now almost everybody has a good 

supply of money and the Government is be- 

ing promptly furnished with all it can spend, 

but the scarcity is in certain kinds of goods. 

We are standing around with money in our 

hands begging for coal, coke, iron, steel, 

sugar, laborers, and most of all for the trans- 

portation of all these things, without being 

able to find anybody to take our money and 
give us the goods we need. 

* ss 


Under those conditions 
which is it reasonable to as- 
sume that we need more of 
—money or goods ? Goods, 
evidently. Yet so firmly is the idea fixed in 
our minds that money will do anything, that 
everybody is busy planning some scheme by 
which we can have more money or more 
credit. 

Unless we can increase our production of 
goods, more money and credit will simply re- 
sult in pushing still higher the prices of the 
goods we now have. Shoes which formerly 
cost $3.50 now cost $8.00, therefore let us 
have more money—that seems to be the line 
of reasoning. Yet nothing can be more 
obvious than that what we really need is more 
shoes. If we cannot increase our production 
of shoes, more money or credit will merely 
result in making the shoes cost $9.00 or $10.- 
00. What good will that do? 


* + 


What is the trouble? 
Just this: there are plenty 
of people willing to furnish 
the money to fight the war, 
but only a few who are willing to drop 
their customary peace business and do the 
work of the war—dig the coal, shovel the 
snow, brake the freight cars, repair the loco- 
motives, feed the blast furnaces, plow the 
wheat fields. Most of us want to lend the 
Government money for these things and then 
see the Government go ahead and do them. 

We have yet to learn that it is not money 


More Shoes, 
Not More 
Money. 


Who Shall 
Do the 
Shoveling? 


that will win the war, but work, and not the 
kind of work we like and are accustomed to, 
but the kind of work that is needed in war. 

Confusion of authority and incompetent 
management (in a few instances, at least) at 
Washington are in part responsible for the 
fact that this necessary war work is pro- 
ceeding at half-speed. But the real root 
of the matter is that everybody wants to see 
somebody else do the shoveling. 

* * 


Must We The President has 
Have a caused to be introduced in- 
Dictatorship? to Congress a bill which 

would make him practically 
a dictator for the period of the war. It will, 
of course, meet much opposition. It may be 
an unwise move. But it is easy to see why 
he has taken the step. 

It is because centralized authority accom- 
plishes the quickest results. Germany has 
shown us that, even if we did not know it 
before. The Kaiser drafted his industrial 
army into service at practically the same 
moment that he mobilized his military army. 
He had his fighting force already trained. 
We have to stop to train ours. In that we 
are making some progress. 

But our industrial army isa mob. We are 
trying to increase the number of workers by 
paying them higher wages. It is a slow 
process and not very effective, since the cost 
of living climbs with the wages. 

Even with dictatorial powers, the Presi- 
dent could not successfully draft an industrial 
army—for many reasons, one of which is 
that we are not Germans and have not the 
German notion of obedience. In a sense, 
that is the very notion we are fighting against. 

But why not a volunteer industrial army ? 
There is plenty of patriotism. in this country 
to create such an army, if only the, people 
realized that it is just as essential as a fight- 
ing force. 

Our -Liberty Loan campaigns have been 
splendidly successful. What we need now is 
a Labor Loan campaign. 

* 8 *& 


We Need a 
German 
Bomb or Two 


Unfortunately, Sec re- 
tary McAdoo’s plan for 
creating a War Finance 
Corporation is somewhat 
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tinged with this delusion that all we need is 


There can be no objection, in this crisis, 
to Government advances to banks which are 
lending money to persons or companies en- 
gaged in war work, or to savings banks whose 
bond holdings are abnormally depressed by 
the competition of the Government sales of 
war bonds. But the Secretary would permit 
the War Finance Corporation to issue in- 
terest-bearing ‘notes to the amount of eight 
times ‘its capital, and would authorize the 
Federal Reserve Banks to rediscount these 
notes, so that they could be used as a basis 
for further issues of currency. 


It is difficult to see what could be gained 
by any further increase in the great powers 
of inflation of currency and credit which are 
already lodged in the Federal Banks. All 
these inflationary roads lead us around to the 
same steep stairway—the need of more work; 
the need of further utilizing the labor of 
women and of the idle of either sex; the need 
of checking production of everything not used 
in the war and transferring that labor power 
into war work; the need of cutting down our 
consumption of luxuries, both by legal re- 
strictions and by personal choice; in short, 
the pressing, immediate, acute need that 
both the Government and the people shall 
concentrate their working capacity on the 
war. 


Will anything wake us up short of German 
bombs dropped into our homes ? 


* & 


Guaranteeing In his annual report 
Everything Controller of Currency 
in Sight Williams recommends a 

law to guarantee all de- 
posits in National Banks where the amount 
to the credit of the individual is $5,000 or 
less. His argument is that this will give 
small depositors greater security, while it will 
. not kill the advantage of those banks which 
are most honestly and efficiently run because 
large depositors will discriminate as hereto- 
fore. 

It is a plausible plan but in view of the 
present strength of our National Banks and 
the close control over them by the Federal 
Reserve Board it seems hardly necessary. 
The burden on the Government is likely to be 
heavy enough, with the financing of the war, 
the railroads, and the new War Finance Cor- 


poration, without attempting to guarantee 
everything else in sight. 
* 8 *& 

There are a thousand 
Market angles to present money 
in Gold. conditions. For example, 

production of gold in this 
country in 1917 was 9% less than in 1916, 
whereas the normal condition of things is a 
regular annual increase in production. The 
reason is that it costs more to produce gold 
while the price of gold is always the same. 
We measure the prices of everything else by 
gold, hence gold is the only commodity whose 
price cannot vary. 

Or to look at it from the other side, the 
price of gold as measured in other com- 
modities has fallen. An ounce of gold is 
equal to only half as much of other things 
as before the war. We have had what 
amounts to a big bear market in gold, and as 
a result the production of gold has fallen off. 

This condition is going to be permanent. 
The whole world is making its gold go 
farther in supporting other kinds of money 
than ever before. In this country, for 
example, the reduction of bank reserves 
enables one dollar of gold to carry more than 
seven dollars of bank deposits where it could 
carry five or less in 1914—and of course 
bank checks serve the purpose of money in 
the payment of bills. 

But the production of gold is so small com- 
pared with the amount of it on hand that it 
will be a long time before the decrease in 
production will begin to make itself felt. Of 
all the “long pull” factors affecting invest- 
ments, this is the longest. 

* 8 ®& 


So far we have reason to 
Ought to Be __ be ashamed of “American 
Helpful Here. efficiency” in the war. 

Henceforth every American 
should humbly take off his hat to any French- 
man. But we are doing some things not 
generally known. Our Bureau of Mines, 
for example, has been working with the War 
and Navy Departments in the study of war 
gases and gas masks, aided by many of the 
leading chemists of the country. Just what 
has been accomplished cannot, of course, be 
revealed, but it is being whispered that we 
shall have some surprises for the Germans in 
this field which may make them sorry they 
ever thought of the idea of using gases in war. 


A Bear 


Con 





























What to Buy 





Now 


A Timely Selection of High Grade Investments 





By The Magazine of Wall Street's Editorial Staff 





N the last issue we outlined our rea- 
sons for believing that it is now 
time for the investor to buy good 
bonds, well protected preferred 

stocks and some carefully selected issues 

of common stocks. 

Our conclusion is based on the strong 
probability that we are now definitely head- 
ed toward peace. No one knows, of course, 
how long it may yet be before peace is 
finally arrived at. The investor, in this 
case as in every other, has to act on the 
balance of probabilities. 

In the present war the labor-power of a 
nation is eventually the controlling factor. 
Labor holds the whip hand. And the un- 
easy stirrings of the workmen, through their 
unions and parties, in all European coun- 
tries show their earnest desire for peace. 


The Market Does Not Wait 


Investment markets always adjust prices 
on the basis of the balance of known prob- 
abilities. We are not referring, of course, 
to minor speculative fluctuations, but to the 
broad swing of prices. Therefore if the 
investor waits until he can act on a cer- 
tainty, he finds that the markets have al- 
ready discounted the change in conditions, 
in large part at any rate. 

On the other hand, if the war should be 
prolonged beyond any period which now 
seems probable, the investor is at least sure 
of this much—that prices of high grade in- 
vestment securities are now low. Even if 
a long war should force them somewhat 
lower still, the buyer at present prices has 
nevertheless placed his money to good ad- 
vantage and can contemplate any further 
decline—which, from the present level, 
could hardly be extensive—with equanimity. 
The weight of heavy taxation and smaller 
earnings will fall upon the common stocks, 
not upon those bonds and preferred stocks 
which are amply protected under all con- 
ditions. 

In this article, therefore, we are briefly 
reviewing the securities which we consider 
most attractive to the investor at this time. 
The factors on which our recommendations 
are based are as follows, in the order of 
their importance: 
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(1) Safety. 

(2) Income yield. 

(3) Probability of higher price. 

Government Bonds 

The bonds of those governments which 
will be in the strongest financial position 
at the end of the war have the highest factor 
of safety, and long term bonds give a 
greater opportunity for price advances than 
short term. The bonds of our own govern- 
ment are also naturally favored for patriotic 
reasons. 

U. S. Liperty Loan CONVERTIBLE 4s 
are due in 1942, but are redeemable at 
par and interest Nov. 15, 1927, or on any 
interest date thereafter. They are exempt 








TABLE I—SELECTED SAVINGS BANK 
BONDS 

Recent Approx. 
Price Yield 

C. B. Q. Ills. Div. 344s, 1949.. 75% 5.10% 
N. Y. Cent. Ist 344s, 1997.... 71% 4.90 
So. Pac. ref. 4s, 1955......... 82% 5.05 
Union Pac. ref. 4s, 2008...... 18% 5.10 
. & Nash. unified 4s, 1940 87 4.90 
C. & Q. gen. 4s, 1958..... 84%, = 4.90 
ie Cent. ref. 4s, 1955.. 8214 5.05 
N. Y. Cent. ref. 4%s, 2013. 82 5.50 








from all taxation except estate and inherit- 
ance taxes, income surtaxes, and excess prof- 
its and war profits taxes. Holdings up to 
$5,000 par value are exempt from all taxes. 
At the current price of a shade over 96, 
these bonds yield over 4%4 per cent if car- 
ried to 1942, and over 4% per cent if re- 
deemed in 1927. If we assume that U. S. 
Government credit will have returned to a 
3% per cent basis by 1922, with a pros- 
pect at that date that the bonds would be 
redeemed by 1932, the price of the bond 
would then be over 104, which would mean 
an 8 point profit in addition to a yield of 
about 4% per cent in the meantime. This 
appears to be a conservative expectation 
and makes the bond exceedingly attractive, 
especially to small investors. It is conver- 
tible into the ngxt bond which may be issued 
at a higher rate during the present war, 
within six months after such bond is issued. 
A higher rate on the next bond issue now 
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seems probable, which would mean still 
greater profits and higher interest yield. 

U. S. Liperty Loan ConverTIBLE 3%s 
are due in 1947, and redeemable 1932. 
Exempt from all taxes except inheritance. 
Convertible into any new bond during pres- 
ent war issued at a higher rate, within six 
months from date of such issue. This per- 
mits the holder to retain this non-taxable 
3% per cent bond until the last bond issue 
of the war (and he has six months in which 
to decide whether any issue is likely to be 
the last), and then to convert it into such 
issue, which will presumably bear a rate 
above 4 per cent. This privilege, combined 
with complete tax exemption, has made the 
bond so attractive to investors having large 
incomes that it is selling at about 98%. 
For the smaller investor, the 4s are more 
attractive. 

Japanese 4% Per’ Cent STERLING 
Loan, Second Series, bonds are due 1925. 








TABLE II—HIGH GRADE R. R. BONDS 
FOR PRIVATE INVESTORS 


Recent Approx. 
Price Yield 
Cc. B. & Q. Joint 4s, 1921 

(Guar. by Gt. Nor. and Nor. 

Pac.) 94 6.00% 
Union Pac. conv. 48,1927.... 86% 5.85 
Colo. & So. Ist 4s, 1929 84 6.00 
Kan. City Sou. Ist 38,1950... 60 5.75 
Atl. Coast-L. & N. col. 48,1952 73 5.85 
Lake Shore deb. 4s, 1928..... 86% 5.75 
Ore. Short L. ref. 4s,1929.... 83% 6.00 








Listed on the New York, London and Ber- 
lin stock exchanges. Those that have been 
sold in Berlin and therefore bear the Ger- 
man stamp are not a good delivery in 
London, but they are traded in at New York 
and interest coupons are paid here. The 
bonds are secured by a second charge, after 
a prior lien of £22,497,400 4%4s, on the 
Japanese Government Tobacco Monopoly, 
which affords ample income for the purpose. 
The current market at New York is about 
81, but since dealings are on the basis of 
$5.00 to the pound sterling, this is about 
equivalent to 83 at the normal exchange 
rate of $4.87. At that price the yield is 
ahout 7% per cent. The German stamp 
hurts the bonds sentimentally only, and 
since Japan is not suffering financially from 
the war these bonds are decidedly attrac- 
tive. 


There are plenty of other good govern- 
ment bonds, but those having the highest 
yields are short term securities and there- 
fore have smaller prospects for advance in 
price. 

An article in our Feb. 2 issue covered the 
subject of municipal bonds. Numerous at- 
tractive issues are available yielding 4) 
per cent to 6 per cent, tax exempt. 

N. Y. State Savings Bank Bonds 

Unusual yields are now obtainable on 
bonds legal for New York State savings 
banks and we list in Table I a number of 
these bonds which seem to us attractive. All 
these bonds are so strongly secured that in- 
dividual comment on them is unnecessary. 
The private investor can get a_ better 
yield for the same safety from other classes 
of bonds, since the savings bank demand 
tends to keep the price of these bonds a 
little higher than if they were not in the 
legal class. 

Good Railroad Bonds, Not Legal 
for Banks 


It is possible now to get nearly a 6 per 
cent yield from very high grade bonds of 
this class. Those in Table II are the 
bonds of roads having large earnings or 
are guaranteed by roads having large earn- 
ings. As with savings bank bonds, these 
issues are of such high grade that it seems 
unnecessary to discuss details in regard to 
each bond separately. It can hardly be 
possible that such yields can long be ob- 
tained from bonds of this strength, and 
once the opportunity is past it may never 
be repeated. 

High Yield Railroad Bonds 


There are a number of railroad bonds 
now yielding around 7 per cent which are 
backed up by very satisfactory earnings 
and prospects. These require a little more 
detailed discussion. 

SOUTHERN Pactric CoNVERTIBLE 4s, 
due 1929, are now selling at 78 to yield 
6.85 per cent. These are redeemable at 
105 and interest on 90 days’ notice, and 
are convertible up to June 1, 1919, into, 
common stock at 130. This privilege is 
not considered worth anything, although 
there is perhaps a possibility that a 
final decision of the government’s oil land 
suit in favor of the company might cause a 
very sharp advance in the stack. The value. 
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of these oil lands is estimated anywhere 
from $500,000,000 to $1,000,000,000, while 
the amount of common stock outstanding is 
$272,000,000. These bonds are not secured 
by mortgage, but do not need to be, in view 
of the fact that the company is earning 
about double all its interest charges. 

Sr. Louts & SAN Francisco Prior LIEN 
4s, due 1950, price 59%, yield 7.25 per 
cent. ($100 bonds available). Redeem- 
able, at par and interest on 60 days’ notice. 
A direct or collateral lien on 3,923 miles of 
road and on leasehold interests in 1,211 
miles. (This lien, however, applies to both 
the $83,953,500 4s and $25,000,000 5s.) 
Other minor collateral security also. The 
fixed charges of this company were reduced 
about 37 per cent in reorganization and 


Kansas Crty SouTHERN REFUNDING 5s, 
due 1950, price 75%, yield 7.25 per cent. 
Redeemable as a whole at 105 and interest 
on 60 days’ notice. Secured on the com- 
pany’s entire property at the rate of $21,- 
871 per mile subject to prior lien of $36,- 
452 per mile. This mileage is the short 
route from Kansas City to the Gulf. The 
road is earning double all its interest 
charges. 

Cuicaco, Rock Is_tanp & Pactric Re- 
FUNDING 4s, due 1934, price 67, yield 7.6 
per cent. These bonds were undisturbed 
in the reorganization. Direct or collateral 
mortgage on 5,845 miles of road and 1,239 
miles of leaseholds, etc. On most of this 
mileage the bonds are a second lien. Sub- 
ject to $75,086,000 prior liens, they cover 











TABLE III—ATTRACTIVE GUARANTEED STOCKS FOR THE INVESTOR WHO DE. 
SIRES SAFETY OF PRINCIPAL, GOOD YIELDS AND MORE OR LESS PERMANENCY OF 


INVESTMENT. 


Issue: 


Low Yield 


Price High 


Pittsburgh, Fort Wayne & Chicago Ry. Co. original 7% stock 
(dividends guaranteed for 999 years by the Penn. R. R.). 
Morris & Essex R. R. Co. 7%% stock (dividends pees 


130 
68 


5.15% 
5.35 


136 

72% 91 
140 
280 


192 


in perpetuity by the Del. Lack & West. R. R 
N. , * - See & Western R. R. 5% stock (dividends guaranteed 
perpetuity by the Del. Lack. & Western R. R. Co.).. 98 
United N. J. R. R. & Canal Co. a stock — guar- 
anteed for 999 years by the Penn. R. R. Co.) 195 
Canada Southern Ry. Co. 3% stock (dividends guaranteed 


5.10 
5.13 
6.00 


95 
190 


50 72 50 


for 999 years by Michi 
Cleveland & Pittsburgh R. 
anteed for 999 years by the Penn. R R.) 


Central R. R. Co.) 
. Co. 7% stock (dividends guar- 


73 91 71 4.80 


Georgia R. R. & Banking Co. Pa stock (dividends guar- 


anteed for 99 years by L. & N.'‘R. R. 
Coast Line R. R. Co.) 


Illinois Central Leased Line 4% stock ——, guaranteed 


for 400 years by Illinois Central R. R. Co 


Northern Central 8% stock — guaranteed for 999 


years by the Penn. R. R. C 


Co. and Atlantic 


240 230 5.00 
70 106 


90 70 


65 5.71 


5.55 








earnings in 1916 were 134 times fixed 
charges (outside income bonds.) These 
bonds are, in our opinion, entitled to a 
good investment rating. 

CoLorapo & SouTHERN REFUNDING 44s, 
due 1935, price 69%, yield 7.75 per cent., 
($100 bonds available.) Redeemable as 
whole at 101 and interest on three months’ 
notice. Subject only to the prior lien of 
$19,402,000 first 4s, these are a direct obli- 
gation on the entire property of the com- 
pany, and also a first lien on a considerable 
deposit of miscellaneous securities. The 
company’s earnings are double all interest 


charges. 


the entire property of the company. Total 
interest charges of the company are now 
being earned about 1% times, and in view 
of the general position and prospects of the 
company we consider these bonds a good 
business man’s investment. 

SOUTHERN RaAILway DEVELOPMENT 4s, 
due 1956, price 60, yield 7 per cent. Sub- 
ject to $133,664,000 prior liens, but ade- 
quately secured by various direct and col- 
lateral liens and deposits of bonds and 
stocks. Since the company is now earning 
double its total interest charges and is lo- 
cated in a growing section of the country, 
we consider these bonds decidedly attractive. 








een 
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Industrial and Public Utility Bonds 


Most of the industrial bonds which have 
an active market sell relatively high in pro- 
portion to their rate of interest, because is- 
sues of these bonds are small in proportion 
to the property and business of the com- 
panies issuing them. This gives them a 
high degree of security and they now sell 
on a relatively low yield basis. During the 
last year of falling bond prices industrial 
bonds have held their own better than either 
rails or public utilities, because of the fact 
that. most industrial companies have been 
doing a very profitable business, while the 
rails and public utilities have been handi- 
capped by the extreme difficulty of advanc- 
ing their rates. The prejudice against in- 








TABLE IV—SELECTION OF SOUND PUB- 
LIC UTILITY PREFERRED STOCKS OF 
INVESTMENT ATTRACTIVENESS 

Recent Ap- 
Div. Asked prox. 
Rate Price Yield 
American Gas & Electric ($50 
par) % 40 15% 
American Light & Traction.. 64 
American Power & Light.... 8 
Cities Service 
*Dayton Power & Light 
Illinois Traction ........... 
Northern States Power 
New York State Railways... 
Pacific Gas & Electric 
Public Service of N.TIIlL....... 
*Ohio Cities Gas 
Southern Calif. Edison 
Tri-City Railway & Light... 6 


*Listed on N. Y. Stock Exchange. 








dustrial bonds which formerly existed has 
practically disappeared. 

In a general way, we do not consider 
public utility securities the most attractive 
class just now. These companies are suf- 
fering from high costs of labor and ma- 
terials and although some increases in rates 
have been granted, they are not widespread 
or adequate. There are, however, many ex- 
ceptions. We mention a few good bonds of 
these classes: 

CENTRAL LEATHER First 5s, due 1925, 
price 9614, yield 5.6 per cent. This is a 
fairly large issue for an industrial company, 
$36,757,650 outstanding out of $45,000,000 
authorized. A direct mortgage on the entire 
property of the company affords ample se- 


curity, and earnings have been running from 
3 to 10 times total interest charges. A gilt- 
edge issue. 

U. S. RusBer REFUNDING 5s, due 1947, 
price 7934, yield 6.6 per cent. There were 
$60,000,000 of these recently put out and 
more may be issued up to the amount oi 
preferred and common stock now or at any 
later date outstanding. At present com- 
mon and preferred stocks total about $98,- 
000,000. The bonds are redeemable as a 
whole at 105 and interest Jan. 1, 1920, or 
on 90 days’ notice thereafter. Secured by 
mortgage and by sub-companies’ bonds and 
stocks. Sub-companies have a total funded 
debt of $79,000,000. The strength of this 
bond lies in the company’s earnings rather 
than in the liens on which it is based. The 
8 per cent dividend on the first preferred 
stock has been paid regularly since 1905, 
and since 1894 except 1897 (6 per cent) 
and 1904 (4% per cent). In 1905 9 per 
cent was paid. All interest charges on 
bonds have usually been earned 3 to 5 times 
over. The year 1917 was no exception to 
this rule, in spite of this large new bond 
issue. One reason why this bond shows 
such a high yield f that the management 
of the company has failed to commend the 
entire confidence of investors, but no rea- 
son is apparent why the bond is not a good 
business man’s risk. 

VIRGINIA-CAROLINA CHEMICAL First 
Ss, due 1923, price 94, yield 6.25 per cent. 
Only $12,600,000 outstanding, not more 
than half the actual cost of physical proper- 
ties, and they are being retired by sinking 
fund at rate of $300,000 annually, for 
which purpose they are callable at 1024 
and interest on two weeks’ notice. The is- 
sue is redeemable as a whole at 105 and 
interest. The company usually earns all 
interest charges from 234 to 5 times over. 
An excellent bond. 

CHILE Copper CONVERTIBLE 7s, due 
1923, price 107, yield 5.5 per cent. Total 
authorized ‘and outstanding $15,000,000, 
convertible into stock at par ($25). The 
property of the company affords ample pro- 
tection. As the development of these mines 
is still in its early stages, it is expected that 
the convertible privilege of the bonds will 
eventually have considerable value. In 
1916 all interest charges were earned more 
than twice, and current earnings are well in 


excess of that basis. 
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AMERICAN TELEPHONE & TELEGRAPH 
COLLATERAL 4s, due 1929, price 82, yield 
6.2 per cent. The total funded debt of this 
company, including $40,000,000 notes re- 
cently issued, is now about $230,000,000, 
on which the interest is being earned about 
5 times. These bonds are to be rated as 
strictly high grade. 


Railroad Preferred Stocks 


Although the general outlook for the 
railways is not yet settled, in spite of the 
prospect of a government guaranty of earn- 
ings, some of their preferred stocks are in 
an almost impregnable position. The 
strongest of them give no better yields than 
bonds. 

On the other hand, high interest yields 
are obtainable on a number of these pre- 
ferred issues which are adequately protect- 
ed by earnings and have prospects for 
higher prices when the general interest rate 
on capital falls. The following are listed in 
order of the earnings applicable to the 
stocks on the basis of a five-year average: 


Times 
Div. div. 
Rate earned price 


Col. & So. 1 pfd. 4% 42 *45-50 
Col. & So. 2 pfd. 4 3.2 *40-51 
So. Ry. pfd 5 2.0 60 
Kan. City So. pfd. 4 18 50 
C. M. & St. P. pfd. 7 17 74 


*Bid and asked. 


Railroad Common Stocks 


With the railroad situation stabilized for 
the remainder of the war by a government 
guaranty—even though the exact terms of 
that guaranty are not yet decided—the rail- 
road common stocks may naturally be ex- 
pected to be influenced chiefly by the money 
market and the rate for capital, in much the 
same way as the railroad preferred stocks. 
From that point of view, we believe that the 
best bargains now are among the preferred 
issues just mentioned. 

On the other hand, where a road is earn- 
ing double its dividends the government is 
not going to take that money away from it. 
The road will get the benefit of its big earn- 
ings in some way—probably by reinvest- 
ment in the property—and will be in just 
that much better condition when the gov- 
ernment lets go. (There is, of course, a 
possibility that the government may never 


Recent Apprx. 
yield 


be able to let go, but that is not a proba- 
bility. ) 

The common stocks of such roads afford 
safe investments and a good income yield 
in any event, and from the very long pull 
standpoint they have good chances of ap- 
preciation. For this purpose we would se- 
lect the following: 


Est. 1917 

earnings 
Atchison .... *15.0% 
Atl, Coast.... 128 
Til, Comt...... 183 
Lou. & Nash. 23.4 
Nor. & West. 15.0 
Sou. Pacific.. 16.1 
Union Pacific 16.8 T 


Div. Recent Income 


rate price 
85 
91 
95 

115 

106 


84 
116 


6% 


*Actual earnings year ended June 30, 1917. 
+Has aslo been paying 4% extra quarterly, 
which would make yield on present price 8.6%. 


Guaranteed Stocks 


Guaranteed stocks in the investment world 
are a good deal like certified checks in the 
banking world. That is to say, the divi- 
dends of the leased lines are endorsed, i.e., 
guaranteed, by the lessors. The purchaser 
has, therefore, two sureties for his dividends, 
that of the road itself and that of the guar- 
antor. Both would have to pass dividends 
before the holder of a guaranteed stock 
would fail to receive his dividends. The fact 
that the dividends of the guaranteed come 
ahead of the dividends of the guarantor, 
when the latter is figuring its dividend dis- 
bursements, gives guaranteed stocks of good 
lines controlled by good lines, practically 
the standing of an income bond. 

The fact that guaranteed stocks enjoy a 
very high investment rating and that there 
are only a few of them, and still fewer 
pressing for sale, accounts for the fact that 
this particular form of security has never 
been “popularized.” These issues are very 
closely held and the average investor hears 
very little about them in a year’s time. 

Guaranteed stocks are the result of the 
expediency of, say, a larger railroad taking 
over the control of some connecting link or 
branch line essential or valuable to its ope- 
rations, and preferring to guarantee the 
dividends of the smaller company’s stocks 
rather than to go out in the open market 
and purchase the entire stock outstanding— 
if such a thing could be done. Usually the 
guarantor is the lessor of the guaranteed, 
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and the leases are usually made for 99 years 
or maybe ity. 

In the Dec. 23, 1916, issue of this publi- 
cation Mr. E. Stuart Peck wrote a very 
comprehensive and authoritative article on 
this type of security. The reader who de- 
sires more information than this article 
gives should refer to that issue. It will 
be noted that the yields at that time on 
the guaranteed stocks which Mr. Peck 
presented with his article were considerably 
less than at present. For instance, three is- 
sues, Morris & Essex 734 per cent; Pitts- 


per cent basis, while now it is on a 734 
per cent basis. Here is one of the important 
advantages of a guaranteed stock, its divi- 
dend is limited. as to the minimum but not 
as to the maximum. 

Other examples of stocks which have in- 
creased their rates comparatively recently 
are the Albany & Susquehanna, whose divi- 
dends were increased from 9 per cent to 
12% per cent, through the refunding of 7 
per cent bonds with 3! per cent bonds, and 
the Georgia R. R. & Banking Co., whose 
dividends have been raised from 11 per cent 








TABLE V—SOUND INDUSTRIAL PREFERRED STOCKS. 


Outstanding 


$27,627,200° 
5,000,000" 


Internat. Nickel 
National Biscuit 
National Lead 
Rep. Iron & Steel 
Sears Roebuck 


U. S. Steel 


* Preferred as to assets and dividends. 


Cannot 


No. Times Divs. 
Earned—5 yr. 
Average, 
1912-16 


Recent 
Price 
91 


109 


Div. 

Rate 
6%c. 
6n.c. 
Tn.c. 
6n.c. 
Te. 
Te. 
Te. 


19 
4.0 
be retired. 


*Full voting power. Subject to call in whole but not in part, beginning July 1, 1916 at 125. 
* Preferred as to divs., but not as to assets. Full voting power. 
*Subject to call in part or whole at 125. Voting power. 


*Redeemable at 105. 


*May be redeemed at company’s option at not 


c. Cumulative. 
n.c. Non-cumulative. 


less than par. 








burgh, Fort Wayne & Chicago 7 per cent; 
and New York, Lackawanna & Western 
5 per cent stocks then yielded, re- 
spectively, 4.07 per cent, 4.40 per cent, and 
4.27 per cent. Those same issues to-day 
yield 5.35 per cent, 5.15 per cent, and 5.10 
per cent, respectively. In view of the gen- 
eral debacle in high grade investment se- 
curities which the last half of 1917 showed 
it is a strong testimonial to the substantial- 
ity of guaranteed stocks that their prices 
have not declined to-a greater degree. It 
will also be noted that a little over a year 
ago the Morris & Essex issue was on a 7 


to 12 per cent through refunding operations 
and increasing earnings of the bank owned 
by the company. 

The guaranteed stocks presented in Table 
III herewith, are exempt from taxation in 
many states, including New York, New 
Jersey and Connecticut and also from the 
normal Federal Incme tax of 2 per cent. 
Many of the roads have no bonded debt so 
that in effect the stocks are a first lien on the 
property. In many instances the capitali- 
zation of the leased roads is low and as the 
roads have been improved by the parent 
company, the equities behind the guaranteed 
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stocks have increased. A case in point is 
the Pittsburgh, Fort Wayne & Chicago Rail- 
way Co., which owns the Pennsylvania main 
line between Pittsburgh and Chicago. ‘This 
company’s original capitalization was $14,- 
00U,V0U0 bonds and $19,714,286 7 per cent 
stock. Since the date of the lease, 18069, 
the road has been greatly improved, com- 
pletely double tracked and terminals and 
other facilities increased, which has been 
done by the parent company through the 
issue ot $50,000,000 special stock, junior in 
every way to the original stock. All of the 
bonds have been paid off through sinking 
fund operations, so that the $19,714,286 
original stock is now a first lien on the 
property, the cost of which is estimated at 
more than $100,000,000. No bonds can be 
placed ahead of the original stock. 
Enough has been said to indicate the op- 
portumities and advantages offered by guar- 
anteed stocks. The investor should make 
a study of the issues which interest 
him and decide for himself which are 
best suited to his needs. Guaranteed stocks 
are an ideal form of investment for those 
who wish to place their funds at good yields 
and with more or less permanency of invest- 
ment. They have not an active market like 
listed bonds and therefore should not be 
bought by those who are looking merely 
for a “turn” or who are likely to need to 
liquidate their holdings in a hurry. 


Public Utility Preferred Stocks 


In addition to the general decline in in- 
vestment security prices which has been the 
result of this country’s entry into the Euro- 
pean War, the public utility corporations 
have had their own specific difficulties to 
meet. The major portion of them may be 
summed up in the words, “rising costs.” 
Unlike industrial corporations public utili- 
ties whether they deal in carfares, light or 
power rates, cannot readily readjust their 
charges to meet advancing costs. 

The public demand, with the public’s 
usual disregard to the necessities and justifi- 
cation for higher rates, is that if rates can- 
not be lowered they at least must not be in- 
creased no matter to what extent the ratio 
of operating cost has risen. The various 
public service commissions, owing their ex- 
istence to the public, naturally are aligned 
with the “people,” and many public utilities, 
therefore, have found themselves engaged in 


a veritable struggle for existence. The 
stronger companies have been able to ride 
the storm, but as a result of the situation 
with its uncertainties, the prices of even the 
best grade of public utility securities have 
been depressed more than actual conditions 
warranted. 
Outlook for Public Utilities 

Speaking of the prospects for public 
utilities as a class a man who has made a 
very careful study of the general situation 
and the important companies in the public 
utility field said to the writer: 

“It is my belief that the corner has been 
turned for the public utility companies. I 
think that the public is coming to under- 
stand the necessity, in a great many cases, 
for higher rates in conformance with the 
general rise in prices all along the line. Of 
course there is always the question of muni- 
cipal or governmental ownership, but what- 
ever way that works out it seems to me that 
the holders of the better grade securities of 
the better grade companies have nothing to 
fear.” 

Table IV, “Selection of High-Grade 
Public Utility Preferred Stocks of Invest- 
ment Attractiveness,” which accompanies 
this article, is self-explanatory. 

Sound Industrial Preferred Investments 

Having surveyed the fields of bonds, 
guaranteed stocks, railroad preferred stocks, 
and public utility preferred issues, and hav- 
ing decided what portion of his capital he 
desires to employ in buying those securities 
the investor-for-income-and-profit may next 
turn to the industrial preferred field. Here 
he will find rock-ribbed preferred stocks 
selling on a 6 per cent yield basis, and if 
he cares to consider the preferred stocks of 
companies whose issues are subject to more 
or less fluctuations (although even ‘in the 
worst times they have earned and paid their 
preferred dividends with good margins to 
spare), he can easily obtain 7 per cent on 
his money. 

In Table V a list of seventeen in- 
dustrial preferreds is given, together with 
the average times the preferred dividend 
has been earned for the last five years, 
the dividend rate, recent price and yield on 
that price. The company showing its pre- 
ferred dividend earned the greatest number 
of times on average during the last five 
years (Sears-Roebuck) naturally makes the 
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lowest yield, but even its return is just a 
trifle short of 6 per cent. Those making 
the highest returns, Republic, Baldwin, 
American Locomotive and American Cotton 
Oil are perhaps not as seasoned issues as 
some others owing to the fact that the in- 
dustries they represent are subject to peaks 
and depressions. With the exception of 
Republic which has been able to make up its 
arrears in its preferred and establish itself 
as a regular 7 per cent basis since the war 
began, all of these companies have earned 
and paid their preferred dividends during 
the last five years. . 

In the case of a company like Republic 
the investor should be prepared for the worst 
as well as the best. If a severe depression 
should eventuate in the steel industry the 
preferred dividend might be reduced or even 
passed, but on the other hand such depres- 
sions have always sooner or later been fol- 
lowed by periods of great prosperity in steel. 
The investor should be prepared to see his 
stock go down and be ready to add to his 
holdings at lower prices in the confidence 
that the turn of the wheel of industry will 
bring earnings up once more and he will be 
rewarded for his patience not only by the re- 
turns on his investment but by its market 
appreciation. On the other hand if the end- 
ing of the war creates, as sound analysts be- 
lieve, a broad demand for high grade se- 


being 82.33 per cent or more than thirteen 
times the preferred dividends requirements. 
Paying 6 per cent and selling at 84 the 
issue yields 7.1 per cent. 

It will be perceived that the five years on 
which the earnings on the preferred stock in 
the tabulation are averaged, does not include 
1917. Although this was not as good a year 
as the 1916 record year, nevertheless all of 
these companies will show very large earn- 
ings for last year. For instance, in the 
fiscal year ended June 30, 1917, American 
Agricultural earned 20.10 per cent on its 
preferred stock. In the year ended August 
31, American Cotton Oil earned 15.04 per 
cent on its preferred; in the year ended 
June 30, last American Locomotive earned 
28.80 per cent on its preferred, and in the 
year ended March 31, 1917, American Beet 
Sugar earned 97.66 per cent on the pre- 
ferred stock. Enough has been said to 
show that when the complete list of 1917 
earnings is at hand it will indicate a much 
stronger position both as to earnings and 
assets than the table herewith shows. 


Chain-Store Preferreds 


This discussion of investments would be 
incomplete without some mention of the 
“chain-stores.” Readers of this publication 
are thoroughly familiar with this class of 
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CHAIN-STORE PREFERRED STOCKS OF MERIT 


Cumulative 
Preferred Stocks 


Div. Rate 
7 


Last 
Reported Earnings 
on Pfd. 
67.0% 
106.4 
33.7 
63.8 


Recent 
Price 
117 
103 
80 
110 








curities, the purchaser at present prices may 
look for an immediate increment in the 
market valuations of his holdings. 

Two other excellent industrials which 
might very well be included in the list are 
Bethlehem Steel’s 8 per cent preferred and 
General Motors 6 per cent preferred. Bethle- 
hem’s 8 per cent preferred issue is preferred 
as to dividends over the 7 per cent preferred 
and common stocks and shares equally with 
the 7 per cent issue in distribution of assets. 
It is convertible at any time by the holder 
into “B” common at 115. At 100 the stock 
yields 8 per cent. General Motors has 
shown very large earnings on its preferred 
stock, the average for the last five years 


securities, as their theory and practice have 
been expounded in considerable detail in 
these columns from time to time. Here- 
with is a list of four chain-stores preferred 
stocks which range from the great stability 
and comparatively low yield of Woolworth, 
to the less seasoned and therefore some- 
what more speculative issue of McCrory pre- 
ferred. Although McCrory makes the high 
yield of nearly 9 per cent. on its preferred 
at a price of 80, the company, in the two 
years of its present corporate existence, has 
averaged approximately 30 per cent. per 
annum on the senior issue or more than 
four times the preferred dividend require- 
ments. 
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War Prices for Coal 


Why Coal Is King 


Second Most Important Industry in the 
Country—Great Variety of Uses— 
War Demands for Coal—Post 









By FLOYD W. PARSONS 
Editor, Coal Age 









EXT to agriculture, the most im- 
portant industry in the United 
States is coal mining. Particu- 
larly has the present war brought 

home to us the necessity of an adequate 
fuel supply. Even in peace times no na- 
tion can hope to attain industrial supremacy 
if it lacks cheap fuel to generate power for 
its mills and steam for its railroads. 

In war the valor of any nation’s arms is 
exercised in vain if our country is without 
coal mines. Italy, for instance, could not 
long resist her present enemies were it not 
for the coal, and products of coal, supplied 
her by Great Britain. 

The German General Staff aimed the first 
blow of the Teutons in this war at the coal 
mines of France and Belgium. The drive 
netted the Germans practically all of the 
Belgian mines, producing 24,000,000 short 
tons annually, and nearly one-half of the 
French collieries, having an output of 22,- 
000,000 tons. On the east front, the Ger- 
mans also secured coal through their suc- 
cessful campaign in Poland, where all the 
coal operations in the Dombrowa basin fell 
into their hands. This district produced 
7,000,000 tons, or one-fifth of the total. 


Coal Is Something Besides Fuel 

To the average layman coal is little more 
than a black lump of something that will 
burn. Here in the United States we have 
so much of it that we are prodigal in its 
use. Succeeding generations will be amazed 
by the story of how once raw coal was 
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burned simply to generate heat, and of how 
coke was made in beehive ovens, where the 
valuable constituents sailed out and away 
—lost forever. 

The greatest advantage possessed by Ger- 
many when war started was her perfected 
processes and numerous plants built to ex- 
tract the by-products of coal. Here she se- 
cured that marvelous explosive T.N. T. 
(trinitrotoluol) which has no equal, and 
which cannot be obtained successfully from 
any other source than coal. Fortunately, the 
urgent demands of the Allies for explosives 
early in the war caused American manu- 
facturers to develop here in this country a 
very respectable coal by-product industry 
which furnishes us with sufficient T. N. T. 
to supply our wants. 

Not many persons realize that more than 
a hundred by-products are derived from 
coal. The chief of these are: Ammonia, 
which goes into agriculture and refrigerat- 
ing; coke, which is the basis of steel manu- 
facture; and last but not least the tar from 
which we make wood preservatives, lubri- 
cants, lamp blacks, dyestuffs, disinfectants, 
insecticides, perfumes, aspirin, sodium 
benzoate, phenol, acetanilid, flavorings, 
varnish and dozens of other things just as 
essential. If the war accomplishes no other 
purpose, it has at least developed our coal 
by-product industry and freed several of 
our businesses, including the manufacture 
of dyes, from the commercial domination 
of Germany. 
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The total coal deposits of the world are es- 
timated to be 7,397,533 million (metric)tons. 
Of this America has seven-tenths, Asia two- 
tenths and Europe one-tenth. The United 
States has 3,838,657 million tons; Canada, 
1,234,209; Germany 423,356; Great Bri- 
tain, 189,530; Russia, 60,106; Austria- 
Hungary 59,169; France 17,583 and Bel- 
gium, 11,000 million (metric). tons. 

The world’s coal production is now ap- 
proximately 1,346,000,000 short tons. Of 
this total the United States furnishes 642,- 
978,587; Great Britain, 287,000,000; 
Germany, 260,000,000, and Austria-Hun- 
gary, 55,000,000. France, Russia and Bel- 
gium come next in the order named. While 


The United States, with its vast coal 
areas and 8,000 collieries, is nevertheless 
in reality a non-exporting nation. Our 
coal exports have never exceeded 4% of 
our output. Of this small total about 
70% is shipped to Canada. Great Britain 
is the premier coal-exporting country; 
with Germany following next. The Bri- 
tish exports in 1913—the year prior to the 
war—were 77,000,000 tons. The German 
exports were 44,000,000, while the United 
States was third with 18,000,000 tons. 

The British are fortunate in the location 
of their best fuel beds known as the Welsh 
steam coal. This semi-bituminous product 
is the world’s standard fuel and is only 
equalled by the coal produced in the New 





the output of the European nations has de- 














TYPICAL SURFACE PLANT AT A BITUMINOUS (SOFT COAL) MINE. 





creased since war started, the coal produc- 
tion of the United States has increased more 
than 70,000,000 tons. In 1913 Great Bri- 
tain produced 321,922,130 tons, and Ger- 
many 305,714,664. Their output has been 
decreased through miners going to the front. 


How Our Coal Is Used 


It is interesting to note just where and 
how the coal produced in the United States 
is consumed. The greatest users are our 
industrial steam plants. About 35% of 
our total output is burned for steam pur- 

. Next come the railroads which con- 
sume 29% of the production, and then come 
domestic consumers, who burn 16%. These 
three requirements utilize four-fifths of the 
nation’s total supply. Coal for coke manu- 
facture consumes 14%, exports take 4% 
and the remainder goes for use at the 
mines, coal-gas manufacture and steam- 
ship bunkering. 


River and Pocahontas fields of southern 
West Virginia. The Welsh collieries are 
situated within a few miles of Great Bri- 
tain’s largest seaports, while the New Ri- 
ver and Pocahontas districts lie more than 
200 miles from tidewater. It is fortunate, 
however, that those of our coals most ac- 
cessible to the seaboard are the very best 
smokeless steam coals we possess, for in 
this day of the submarine, naval vessels 
must burn a fuel that does not so easily 
betray the man-of-war to the enemy. The 
German coal basins are also located quite 
some distance from a seaport, but the Ger- 
man government, through its ownership of 
the railroads, has adjusted freight rates 
favorably and thus lent material encour- 
agement to the export business. 

The immensity of America’s industries 
renders it unnecessary for the coal-mine 
owners of the United States to seek foreign 
markets; however, our failure to partici- 
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pate more extensively in the export coal 
trade has been due to a lack of ships, and 
to a national banking policy that provided 
no facilities for credit in foreign lands. 
Both these conditions will be corrected be- 
fore the present war ends, and then if a 
proper effort is made by Americans to pro- 
vide adequate docking and distributing 
facilities in the principal coalless coun- 
tries, the United States will secure its share 
of foreign business, especially in South 


America where the coal resources are very 


country is again favored, for it contains 
the greatest, and in fact the only important 
deposits of this clean smokeless fuel on 
earth. Anthracite, however, is hard to 
mine, and since it must be crushed and 
sized, it is expensive to prepare for sale. 
The supply of anthracite is limited, so that 
it is certain to result that this kind of coal 
will become more and more a luxury. The 
entire anthracite industry is in the hands 
of a few companies that up until recently 
were subsidiaries of the so-called “hard 


MINING MACHINE READY TO UNDERCUT THE FACE OF A ROOM IN A BITUMINOUS MINE 





limited and the annual needs approximate 
15,000,000 tons annually. 


America’s Supply 


Not only is this country fortunate in the 
extent and quality of its coal seams, but 
most of the beds are easy of development, 
especially the bituminous and lignite seams, 
where in ‘certain favored regions the aver- 
age cost is below $1.15 per ton. Coal in 
Germany, France and Belgium is not so 
easily or so cheaply mined, due to thin 
faulted beds that mostly lie deep. English 
seams present fewer problems; however it 
is worth noting that in Continental mines, 
where so many physical difficulties must be 
overcome, the art of mining has reached its 
stage of highest development. 

In the matter of anthracite coal this 


coal” roads. The managements of these 
collieries decided more than a decade ago 
to follow the plan of selling all their coal 
at a fixed price, and in good times and bad 
the circular prices were maintained. This 
wise policy of the coal owners has been re- 
warded by Federal commendation in recent 
investigations. 

Coal will never again sell at the low 
prices that prevailed before the war. Sev- 
eral hundred million tons of good coal have 
been forever lost in recent years, due to in- 
efficient and wasteful methods of mining 
Up until two years ago the entire bitumin- 
ous industry of the nation was so disorgan- 
ized that ruinous competition forced the 
colliery owners to mine only the most 
favored seams, leaving such pillars and 
parts of the bed as would have been diffi- 
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\ 
cult and costly to bring out. Such a policy 
is criminal in any case, and especially so in 
that of a natural resource which, when gone, 
cannot be replaced. 


The Price Will Be Higher 

The factors that will establish a higher 
price for coal in the future are: 

1. Legislation compelling high extraction. 
2. Permanently higher wages. 3. More per- 
fect preparation and grading of the product 
—every pound of slate hauled is the worst 
kind of wasted effort. 4. Greater safety 
precautions and workmen’s compensation. 
5. The development of less favorable seams. 
6. The probable increase in the price of all 
the essentials entering into mining work. 
It is likely, however, that a considerable 
part of the increased cost of coal will be 
saved by the consumer, who will undoubted- 
ly employ better methods and get greater 
efficiency out of what he burns. 

The present winter has taught America 
lessons the people will not soon forget. 
Here are we, a nation producing nearly 
one-half of the world’s coal output, and 


yet having only one-seventeenth the world’s 


population, we suffer a fuel famine. The 
entire trouble is lack of transportation 
facilities, principally locomotives, and this 
deficiency, so the railroads contend, is 
largely due to restrictive government con- 
trol of freight rates. 

All this year the mine owners have com- 
plained of car shortage. Even during the 
summer the mines operated at only from 
60 to 75% capacity. The government’s 
price-fixing policy shut down many small 
mines, but the principal factor in curtail- 
ing output was a lack of locomotives and 
cars. Now that the government has as- 
sumed control of the railroads, it is to be 
expected that this summer will see the trans- 
portation problem corrected. 

Already Director-General McAdoo has 
commandeered every locomotive available. 
More than 700 will be finished and turned 
over to Assistant-Director Smith during the 
next 90 days. These will be assigned to 
the eastern roads where they are most 
needed. It is further proposed to run 
through freight trains between the west and 
the east, saving days on each car’s service. 
Other relief measures include plans for 
getting the maximum load onto each car, 
the immediate unloading of freight, the 


elimination of cross hauls, etc., all of which 
is encouraging news even though the reme- 
dies are a bit late in being applied. 


We Must Stop the Leaks 


There will be no more winters of such 
fuel scarcity in the United States unless we 
have bunglers on the job. The coal mines 
of America are well equipped and have 
never yet been worked to anything like 
capacity. That they are efficiently man- 
aged is proved by the results in the an- 
thracite field during 1917, where with a 
16% shortage in labor, the oufput was in- 
creased 14%. 

We must immediately stop the leaks, cut 
out lost motion and in every way profit 
by our mistakes. This means the estab- 
lishment of extensive emergency coal storage 
yards, many of which may be munici- 
pal projects, the utilization of every 
possible waterway to relieve rail transporta- 
tion, the material improvement of ship 
bunkering and city distributing facilities, 
so that people in centers like New York 
will not freeze while nearly a half million 
tons of coal lie in cars at terminal yards 
almost within gunshot, and last but not 
least, we must not draft our miners who 
are doing a bigger bit here underground 
than they ever can in the trenches in 
France. 

There is no substitute for coal. The 
supply of petroleum and natural gas will 
continue to decrease. Utilizing the sun’s 
heat and harnessing the ocean tides offer 
no solution. This being true, it follows 
that the material advancement of any peo- 
ple will continue to be based on that 
nation’s available coal supply. German 
coal has held the Scandinavian countries 
in line during this war. It is this same 
essential product that causes her to shed her 
blood about the collieries and by-product 
plants at Lens. Politics in the Far East 
will be swayed by the coal deposits of 
Japan and China. Is it any wonder then 
that the United States, with its inexhaust- 
ible and easily accessible coal seams is the 
fear and envy of other nations? Is it any 
wonder we are proud of the American miner 
who produces twice as much coal as his 
European brother? And is it any wonder 
that knowing all this we are ashamed of 
the spectacle of shivering incompetence we 
are presenting to the world this winter? 
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LEADERS IN AMERICAN FINANCE AND BUSINESS 


CLARK S. JENNISON, of Goethals & Co., and Director in Various 
Corporations. 

“One of the most important elements of national financial sound- 
ness is an intelligent public understanding of the basic principles 
of finance. I believe you are doing a great constructive work in 
presenting this information to the 
public in the interesting, impartial 
and accurate way in which you do.” 


No. 17 in the series of successful men who read THE MAGAZINE 
OF WALL STREET 
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Money—The Main Fundamental Factor 


Its Relation to the Movements of Security Prices 





By GOUVERNEUR MUNRO 





REVIEW of current market litera- 
ture discloses the fact that not 
since the boom times of the fall 
of 1916, with its million share days 

and soaring prices, has there been such a 
unanimity of opinion, particularly among 
writers of financial columns in the newspa- 
pers and brokers’ market letters, regarding 
the position of the market and the future 
course of prices. Almost to a man they are 
agreed that the present market is but the 
beginning of a new bull movement which 
requires only the certainty of early peace 
to start it upon its upward career in earnest. 


Discount Printed Opinion 


For reasons which are obvious to those 
acquainted with the business side of jour- 
nalism, the financial columns of many news- 
papers tend strongly to the support of what 
is often termed the constructive side of the 
market. As a matter of policy advancing 
markets are regarded as desirable and reac- 
tions something to be plausibly explained. 
As the vast majority of persons interested in 
the price movement of securities are chronic 
bulls, many newspapers give their readers 
what they like best. Newspaper market 
opinions, therefore, should not be taken too 
seriously. 

Prices cannot always advance, nor for- 
ever decline. A study of the stock market 
graph of average prices published on page 
681 of the February 2 issue of THE Maca- 
ZINE OF WALL STREET will demonstrate 
that up and down swings tend to equalize 
each other over any considerable period of 
‘time. The price curve referred to begins 
with the year 1902, at approximately 115 
for the 20 stock averages used at the time. 
After advancing to 130 in the first year 
shown, declining below 90 in 1903, advanc- 
ing almost to the 140 line in 1906, declin- 
ing to very near 80 in 1907, swinging back 
above 130 once more in 1909, at the end of 


ten years, by the fall of 1912, these average 
prices were once again at a price level al- 
most identical with that at which they 
started the ten year period on January 1, 
1902. 

Swings of Market Equalized 


The career of the 50 stock averages, made 
up of 25 railroad and 25 industrial stocks, 
which is also graphically shown in the same 
picture, has like characteristics. At the 
beginning of 1914, before the great war 
was thought possible, the average figure for 
these 50 representative stocks was 70, or 
thereabouts. The war’s abrupt outbreak, 
late in July, brought about a decline to 60, 
which was extended considerably (although 
not shown in the graph because the lower 
prices were unofficial) in the curb market 
on New Street which sprung up during the 
period the Exchange remained closed. Then 
came the great bull markets of 1916 and 
1917, at the height of which the figure 100 
was passed. December of last year saw 
these averages back again below 60, and at 
the first of the year the figure 70, around 
which they held for the first half of 1914, 
was again approached on the year-end re- 
covery. 

During the period from the middle of 
1914 to the close of 1917 events of epoch- 
making importance took place. No other 
period in the world’s history has been more 
full of significant happenings, never before 
has there been such a coldssal contest of 
military and economic forces, nor was ever 
a decision pending so fraught with moment- 
ous importance to all the peoples of the 
world. How has the stock market measured 
the possibilities of the great conflict which 
has now been raging for three and one-half 
years? In its customary manner, declining 
with the beginning of the war, rising with 
the vigor of its prosecution, declining after 
thé rise had exhausted the distributive pos- 
sibilities of the period, and, finally, showing 
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a tendency to recover again with the hope 
of its near ending. 

How much responsibility for the wide 
movement in the average market during re- 
cent years may be laid at the door of the 
war, and how much is due solely to the 
natural needs of the market itself may not 
easily be answered. But a glance at the 
graph referred to will show that the tidal 
swings in the market come and go, with a 
certain degree of regularity, upswing fol- 
lowing downswing in due order, with aver- 
age prices, after ten years or so, getting 
nowhere in particular. 

Many students of economics related to 
security price movements are of the opinion 
that prices follow earnings. Increasing 
earnings for corporations will stimulate a 
higher price level for securities, and vice 
versa. It is a plausible theory and some- 
times works out. The years 1915 and 1916 
were years of increasing industrial earnings, 
and both years had vigorous bull move- 
ments. Yet the annual reports for 1917 
now coming to hand show that last year’s 
earnings were the largest in the his- 
tory of many representative corporations, 
even after making extraordinary allowances 
for taxes and depreciation charges, while 
for most of those which show a falling off 
from the previous year’s results, the loss in 
net income was relatively small. 


Record Earnings and Low Stock Prices 


Yet in the face of this eminently sat- 
isfactory earnings situation, the general 
market position, as measured by the aver- 
ages of 50 representative stocks, was only 
a month ago well down into previous panic 
levels. Therefore, while stock prices may 
to a certain extent follow earnings upward, 
as was demonstrated in 1915 and 1916, they 
assuredly show an independence of action 
in the downward direction, at times antici- 
pating rather than following a reactionary 
tendency in earnings. 

If the action of the market, by its great 
decline during the last year, in the face of 
industrial earnings sustained at record 
levels in most cases, and continuing to in- 
crease in many others, is sufficient to cast 
an element of doubt upon the theory that 
security prices follow earnings, we must look 
elsewhere for an underlying principle to 
apply in its stead. 

Several years ago the writer had the 
privilege of a long discussion of market 


economics with a man who knew a great 
deal about the subject, and whose market 
experience had covered a well-rounded 
period. We were delving deep into the sub- 
ject of the so-called fundamentals which 
are supposed to control the movements of 
prices in the stock market. I had just put 
a rather involved question predicated upon 
a certain situation of several fundamentals, 
inquiring if a certain market movement 
could be counted upon to follow as a result 
of the conditions described. The situation 
in the steel trade, crops, banking, politics 
and what not were involved. My patient 
listener waited attentively until I had fin- 
ished, and raising his hands in a gesture 
calculated, as it seemed, to cast aside the 
clouds of theory which bade fair to engulf 
us, said: “My dear man, there is but one 
fundamental with which the stock market 
directly concerns itself, and that one is 
money. We may dismiss all the others as 
irrelevant and confusing!” 


A Sound Statement 


I have never forgotten those words, and 
while I must confess that I did not at the 
time accept his statement for a fact, nor for 
a long time afterwards, study and experi- 
ence of later years have borne the solid 
truth of it home to me. “Money makes the 
mare go!” is a homely saying, but a fact 
nevertheless. Without money, or its equiva- 
lent in credit, no one could buy stocks. 

So far as the past record of stock prices 
in the United States is preserved for ex- 
amination it is shown that no long sus- 
tained upward movement has occurred at a 
time when banking reserves were low, de- 
mands for capital in industry at a relatively 
high pressure, and interest rates accord- 
ingly inflated. 

The position of money may readily be 
ascertained by an examination of these three 
factors; banking reserves (cash in banks in 
proportion to deposits), demand for capital 
(ratio of loans to deposits) and interest rates 
(prime commercial paper). Let us see what 
has been the relation of these money 
barometers to stock market movements of 
the past. 


Bull and Bear Markets 


Going back as far as the early nineties 
we find that in 1891, a period of liquidation 
had resulted in the accumulation by the 
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national banks of plentiful reserves, a gen- 
erous surplus of deposits over loans in the 
New York banks, while commercial paper 
of accepted standing was readily placed at a 
rate below 4 per cent. All of which desig- 
nated a sound financial position out of 
which grew the bull market which culmi- 
nated a year later. 

A similar monetary position existed late 
in the years 1893, 1896, 1900, 1903, 1907, 
1910 and 1914. Bull markets followed in 
each instance, the movements from 1896, 
1900, 1903, 1907 and 1914 being very wide 
and vigorous. 

On the contrary, early in the year 1890 
reserves in all national banks were low, de- 
posits in New York banks showed only a 
small surplus above loans and commercial 
paper had risen to a relatively high rate. A 
bear market for securities, with liquidation 
in business, followed. Similar money con- 
ditions prevailed in 1892, 1895, 1899, 1902, 
1906, 1909, 1912 and 1917, with the same 
result in the stock market—a prolonged 
bear movement. 

While the fear of sudden peace brought 
a hurried selling of “war stocks” in Decem- 
ber, 1916, and a further semi-panic among 
security holders followed the declaration of 
unrestricted submarine warfare by Ger- 
many on February 1, 1917, money condi- 
tions remained satisfactory until well into 
last summer. Average prices had recovered 
materially from December and February 
lows by the middle of June, and our premier 
industrial security, U. S. Steel common, es- 
tablished its record high late in May. Rail- 
road ‘stocks from early in October, 1916, 
maintained an independent steady down- 
ward movement, which continued until very 
near the close of 1917, largely because fixed 
freight and passenger rates could not com- 
pete successfully with rising operating costs. 


Is the Money Situation Favorable? 


Now that security prices have recovered 
sharply from the extreme low quotations of 
last December, and peace hopes have bright- 
ened remarkably, it is pertinent to inquire 
if that favorable position of the money mar- 
ket which has heretofore invariably pre- 
ceeded a genuine bull movement in the stock 
market again prevails, or if not, what are 
the prospects for an early improvement. 

First in the order of importance let us 
examine the condition of all national banks 


in the matter of reserves. Prior to the time 
the new currency law went into effect late 
in 1914, national banks were required by 
law to keep reserves of from 15 to 25 per 
cent., according to the classification in 
which the particular bank belonged. The 
average for all banks was around 20 per 
cent. The new currency law allows banks 
to reduce the legal percentage of reserves 
materially, and this has already resulted in 
a considerable expansion of credit. 

Consequently, because of the changed 
standards, national banks which formerly 
could without undue strain let reserves 
get down as low as 20 per cent. may now 
allow this item to get down to a lower basis, 
but, of course, there is a limit to the deple- 
tion permitted. Early in 1915 reserves of 
all national banks were up to 26 per cent., 
the highest for some years. By mid-summer 
of last year, 1917, the percentage figure had 
dropped sharply to around 21 and the most 
severe portion of the great decline in the 
stock market may be said to date from that 
time. The percentage figure for reserves to 
net deposits in all national banks at the 
time of the last call of the Comptroller is 
not available at time of writing, but the sup- 
position is that restriction of reserves con- 
tinues. This does not favor a bull move- 
ment in the stock market at the present 
time. 

The ratio of loans to deposits in New 
York banks, while showing some improve- 
ment over recent extreme extension, is still 
far below any point which in the past pre- 
vailed during the early period of a genuine 
bull market for stocks. 

The third foot of our yardstick for meas- 
uring the monetary position, interest rate on 
prime commercial paper, is also unfavor- 
able, at this time, to the supposition that 
an extended bull campaign is at hand. 
Heretofore this class of business paper has 
readily discounted at a rate below or not 
higher than 4 per cent. during the early 
months of a bull movement in stocks. No 
such movement has in the past begun with 
a rate of 5 per cent. or higher prevailing, 
and a rise to 6 per cent. has often signaled 
the beginning of an important downward 
movement. The rate at the present time is 
6 per cent., showing that the demand for 
capital in industry and commerce is still in- 
sistent. Everyone is familiar with the needs 
of the nation for capital to finance the 
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war, and this, although somewhat counter- 
balanced by inflationary financial measures 
adopted by the government, adds to the 
strain on capital resources. 

Rally at Critical Point 

At the same time, despite the apparent 
unfavorable money situation, we must not 
lose sight of the fact that the industrial 
group of stocks, as measured by an average 
figure made up from 25 selected corpora- 
tions, had up to February 2 already recov- 
ered practically 50 per cent. of the ground 
lost in the great decline from the high point 
of the recovery which culminated in June of 
last year, and the extreme low of last De- 
cember. It is because of the present posi- 
tion of these averages, then, that the situa- 
tion at this time is most critical. 

Any further material advance beyond the 
normal half-way recovery from the Decem- 
ber lows would indicate the presence of 
forces in the market of sufficient strength 
and stability to almost insure a continuance 
of the upward movement, with the usual re- 
actions and hesitations, for several months 
to come. It is around present levels that 
the real influence of the position of the 
money fundamental must be expected to 
exert itself, and if the history of the past is 
any criterion, the ppinion may be here ex- 
pressed that the rise is not far from the 
point of check. 

Speculative common stocks as a class 
have had the largest relative recoveries in 
the present rise, and should be the first to 
feel the force of the check, if the normal 
influence of the position of money is finally 


exerted. Pools in many of these issues have, 
however, been especially favored because of 
the liberal dividend policies followed. While 
many industrial stocks continue to pay divi- 
dends from 8 to 20 per cent., and the in- 
come yields, at current market prices, range 
from 8 to 14 per cent., pools experience 
little hardship in carrying generous quan- 
tities of their favorites. As long as divi- 
dends keep up on the present satisfactory 
basis, prices can be readily marked up from 
time to time, and distribution to the public, 
at advantageous levels, can be accomplished 
without undue haste. 


Therefore, pending a betterment in the 
money situation, seasoned industrial pre- 
ferred stocks, returning excellent income 
yields at present price, appeal to the writer 
as much more sensible purchases than any 
of the more speculative favorites at the 
moment. Many of the standard rails may 
also be purchased for the same reason that 
preferred industrials of standing may be, 
because they-are still cheap according to 
past standards, and further, in the case of 
the rails, because the government’s proposal 
of a fair and liberal earnings guaranty will 
probably be enacted into actual law in the 
near future. 

In case a sharp falling off in earnings by 
industrial corporations should occur in the 
present year, common stock issues would be 
the first to reflect the adverse change. But 
large surpluses built up in the last three 
years of prosperity should stabilize the mar- 
ket for preferred shares for some time to 
come. 








February 6, 1918. 
Editor Magazine of Wall Street, 


42 Broadway, 
New York City. 
Dear Sir:— 

In the February 2nd, 1918, issue of The 
Magazine of Wall Street, in an article on “Ray 
Hercules,” you mention me as being engineer 
for this company. On account of the wide 
circulation and good standing of your maga- 
zine, I cannot allow your statement to pass un- 
corrected. Therefore permit me to inform you 
that I have no connection with the Ray Her- 
cules Copper Company and never have been 
in the employ of the company. 

I believe it was about 1910, long before the 
present Ray Hercules Copper Company was 
organized, that I supervised some churn drill- 


ing on the property of the Arizona Hercules 
Copper Company and made a report on the 
amount of ore developed by that drilling, but 
have had nothing to do with the later estimates 
of developed ore or with any estimates of the 
cost of producing copper. 
Yours very truly, 
HENRY KRUMB. 


We are very glad to print Mr. Krumb’s state- 
ment, which brings out the fact that he has not 
been connected and is not now connected with 
the present Ray Hercules Company. In justice 
to ourselves, however, we feel that we should 
state that one of the earlier reports which Mr. 
Krumb made before the present company was 
formed, was published as of Jan 1, 1915, 
thereby creating the impression that Mr. Krumb 
was identified with the new company.—Editor. 




















Leading Opinions 


About Financial, Investment, Banking and Business Conditions Pes 





Uncle Sam— 
World’s Banker 


How the United States has become the 
dominant banking power of the world is 
shown in the annual report of the Comp- 
troller of the Currency, John Skelton 
Williams, presented to Congress. 


Comptroller Williams estimates the whole 
banking power of the nation at $37,529,000,000, 
an increase of more than $14,000,000,000 since 
the beginning of President Wilson’s Admini- 
stration. Taking the latest estimate of the 
bankin; wer of the world, placed in 1890 
at $15.8 000,000, America’s increase is alone 














“THAT’S TOO BIG FOR YOU, SON.” 


nearly equal to the world’s combined banking 
wer twenty-seven years ago, and on that 
os is now two and a half times as great. 
The danger from decline of earning capacity 
of public utility corporations and consequent 
shrinking of values in their securities, the 
Comptroller warns, is a real danger which 
id stimulate the efforts of Congress and 
ev triotic citizen. 
Fist relief, he thinks, might come from 
State commissions and municipal authorities, 
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and he expresses the hope that. Congress will 
ages | or indirectly provide for the advanc- 
ing of money to corporations where it_ is 
necessary to insure proper service to the Gov- 
ernment. The proposal is unusual, the Comp- 
troller admits, but he points out that the times 
are unusual. 

Government guarantee of bank deposits in 
sums under $5,000, the Comptroller believes, 
would bring into us much hoarded money 
and he renews his recommendation to Con- 
gress to enact such a law. 


Leading Comment 
on R. R. Situation 


Theodore P. Shonts, president of the In- 
terborough Rapid Transit Company of 
New York, addressing the Board of Com- 
merce at Detroit, Mich., said in part: 


“As a possible solution of the national prob- 
lem with which our country is struggling— 
Shall we return to old railroad conditions 
after the war? —I suggest a partnership be- 
tween the Government and the railroads, some- 
thing like the partnership that has been formed 
in New York by the city and the rapid transit 
lines for the construction and operation of the 
city’s new dual rapid transit system. 

“The railroad trafic map of the country 
is now divided into zones for rate-making 
purposes. In a modified way this same ar- 
rangement can be extended to cover physical 
operation, with the supreme authority lodged 
in a board of management at Washington, 
composed of: 

“The United States director of each zone. 

“Representatives of private security-holders. 

“Representatives of the Government’s in- 
vestment. 

“Representatives of labor. 

“This. board should be presided over by 
some one designated by the President. 

“With such a management, designed to unify 
and co-ordinate direct private operation, the 
ill effects of unrestricted competition will be 
overcome. It will also bring about scientific 
distribution of the use of the rails and mini- 
mize ‘all lost motion.” 


Seward Prosser, president of the Bank- 
ers’ Trust Company, acting on his belief 
that a trustee should pursue its trusteeship 
duties diligently at all times, has just pre- 
sented to the Senate Committee on Inter- 
state Commerce, suggestions from the bond- 
holders’ viewpoint relative to the Govern- 
ment’s treatment of the railroads. 


The Bankers’ Trust, the memorandum points 
out, is trustee under the railroad mortgages 
under which $3,559,000,000 of railroad bonds 
may be issued, and under which $1,583,000,000 
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of railroad bonds have already been issued. 
As such trustee, the memorandum states, the 
Bankers’ Trust “has determined to present the 
bondholder’s point of view in the light of its 
experiences and on behalf of the scattered 
millions of bondholders who cannot directly 
present their case.” : 

Under the governmental guarantee to the 
railroads of their average net operating in- 
come for the three years ended June 30, 1917, 
the brief continues, the earnings available for 
reinvestment will aggregate $200,000,000 an- 
nually. When equated to the purchasing 
power as of 1910, if present prices continue, 
they amount to only $110,000,000, it is added. 

As practically all new capital invested will 
be represented by an increase in the issue of 
bonds, and none by stock, it is pointed out 
that margin of safety will become more and 
more inadequate. If this is accompanied by 
under-maintenance, and by the deterioration 
of operating efficiency, the memorandum adds, 
. the roads will be returned to their owners in 
a condition which will mean a deteriorated 
security for the bondholder. 


5th English R. R. 


Wage Increase 


A fifth raise in wages has been granted 
by the English Government to the railway 
workers—an additional six shillings a 
week—bringing the total increase since Feb- 
ruary, 1915, up to 21 shillings a week, says 
Dow, Jones & Co. The average pre-war 
‘wage was 30 shillings. 


The wage advance has raised the railway 
payroll from $230,000,000 to $390,000,000 a year. 
This increase of $160,000,000 is 94 per cent 
of the total dividends paid before the war, 
and in excess of the dividends now being paid. 
In other words, the English roads under gov- 
ernment war operation have an increased labor 
cost that they cannot carry after the war 
without a large increase in rates or a continu- 
ance of the government guarantee. 

Director-General McAdoo already has be- 
fore him demands for wage increases from 
the trainmen, switchmen, telegraphers and 
other employes. Since the beginning of the 
European war, average American railway 
wages have advanced about 20 per cent, but 
the employes point out that the cost of liv- 
ing has risen 50 per cent. The instant the 
Director-General grants a general advance in 
wages to any group of employes—the train- 
men, for example—all the other employees in 
the railway army of 1,600,000 men will demand 
the same war bonus. Every 10 per cent ad- 
vance in the payroll will add $150,000,000. 

The English war bonus of 2ls a week is 
about $250 a year. As large a bonus here 
would call for $400,000,000. It could be met 
by a 10 per cent increase in all railroad rates. 


Burton Optimistic 
On Bond Outlook 
Theodore E. Burton, president of the 


Merchants National Bank, told members 
of the Bond Club at the monthly luncheon 
recently in the Bankers Club at New York 
that while financial calculations for the fu- 
ture could not safely be made until the war 
ended, the outlook for investments was im- 
proving. 

“I believe there will be an increasing de- 
mand for your services in the future,” he said. 
“The industrial operations of the country 
cannot cease. As time progresses the Treas- 
ury Department will recognize the necessity 
for prompt disbursement to aid all those who 
are taking part in manufacturing and fur- 








—N. Y. American, 
THE ARM WITH THE PUNCH. 





nishing articles that are necessary for war and 
that is likely to make money easier. 

“It is inevitable that the operations of the 
whole world in the years that are to come are 
going to centre around this city. The financial 
centre of the world, if you go back to remote 
antiquity, was first at Tyre, then at Carthage, 
then at Rome, then for centuries at Venice, 
then it shifted to Amsterdam, then to London, 
and now it is inevitable that the centre of the 
world’s greatest financial operations will 
change from the banks of the Thames to the 
banks of the Hudson. No one can foretell the 
greatness of this city in its commerce and 
finance.” 


“Must Foster 
Business”—A. B. Hepburn 
A. Barton Hepburn, banker, author, and 
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economist, when asked recently to com- 
ment upon Secretary McAdoo’s proposal for 
a $500,000,000 War Finance Corporation, 
said: 

“This war can only be won by keeping busi- 
ness in full volume, by fostering individual 
activity and business prosperity. People can 
only pay taxes and buy bonds, in other words 
can only furnish the Government with money 
to carry on the war, from their net earnings, 
savings, what they have left from their earn- 
ings after paying all their expenses, 

“The obstinate refusal on the part of the 
Interstate Commerce Commission to allow 
the railroads to increase their charges to the 

















FISHERMAN’S LUCK. 





public, when the cost of labor, the cost of 
coal, and all other costs of administration 
were increasing by leaps and bounds, certainly 
put the railroads in a position where relief 


must come from some quarter. It seems the 
relief is to come in the form of taxation, as 
evidenced by the bill now before Congress. 
The railroads were not permitted to require 
shippers and passengers to pay the additional 
costs and now the taxpayers must. The gov- 
ernment has taken over the railroads and some 
means must be adopted to provide for their 
financial needs, and the railroads’ necessities 
are equally the necessities of the public. 


New Loan 
Greatest Ever 


Within a short time a third Liberty Loan 
will probably be offered by the Govern- 


ment, and steps are actively under way to 
prepare for this new war financing. In 
this connection, President G. W. McGarrah, 
of the Mechanics and Metals National 
Bank, says in part: 


“Although no formal announcement has 
come out of Washington, it is generally ac- 
cepted that the loan will be not only the great- 
est in the history of this republic, but also the 
greatest in the history of the world. It be- 
hooves the bankers of the United States to 
prepare with the utmost care and thought for 
the forthcoming financing, without at the first 
being too sanguine regarding its success. 
Since last summer 10,000,000 American people, 
most of them new investors, have taken two 
Liberty Loans, oversubscribing them by a wide 
margin. Insofar as these people have already 
given dependable evidence of their patriotism 
and have come to know what Liberty Bonds 
are, the sale of the third loan will, it is hoped, 
be accomlished even more readily than was 
that of the previous loans. Properly directed, 
the American public can be depended on to 
support the forthcoming loan to its utmost 
power.’ But it is to the bankers of the nation 
that the public will undoubtedly look for 
guidance, and unless the bankers accept their 
responsibility, and recognize the increased im- 
portance of the part they have to play in war 
financing, public subscriptions will lag.” 


Opposition to Gov't 
Finance Corporation 


The National City Bank, of which Frank 
A. Vanderlip is president, declared in its 
monthly bulletin issued recently that Sec- 
retary McAdoo cannot launch and operate 
his proposed half-billion-dollar War Fi- 
nance Corporation without disastrous re- 
sults to the country. 


This statement by\the largest bank in the 
United States is predicated on the provision 
in the bill that would allow the Finance Cor- 
poration to issue eight times its capital stock 
in notes. 

This, says the bank, would create a “pyramid 
of credit” only, and would not add one whit 
to the country’s fighting power. The bulletin 
says: 

“We do not believe there will be any occa- 
sion to inflate the credits of the reserve banks 
or the currency of the country to the extent 
indicated or that it can be done without dis- 
astrous results. It is undoubtedly important 
to support the essential industries of the coun- 
try and bring them to the highest efficiency, 
but the printing press is not an effectual agen- 
cy for accomplishing that purpose. That end 
must be accomplished by organizing, co-ordi- 
nating and directing the industries and con- 
centrating them upon war work. 

“Moreover, as this is the view which the 
Federal Reserve Board and the Secretary of 
the Treasury have tenaciously held and ably 
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advocated in the past, we feel bound to assume 
that they are not really intending to depart 
from it so far as the: text of this measure 
would indicate. We think it a mistake to even 
countenance such a policy by providing for its 
possible adoption. 

“We recognize one condition under which it 
might be desirable that sound investment secu- 
rities should be accepted by the reserve banks 
as the basis of loans and currency issues. That 
is in case of a great crisis which included a 
run on the member banks or savings banks by 
depositors.” 


W. P. G. Harding 
on 1918 Financing 


In spite of the unprecedented volume and 
amount of the Government’s loan transac- 
tions, and of the decline in the market 
value of standard stocks and bonds, there 
has been no financial crisis, and no sensa- 
tional fluctuations in rates of interest, says 
W. P. G. Harding, Governor Federal Re- 
serve Board. 

The large credit operations of the Govern- 
ment and the unprecedented speeding up of 
business in many lines have resulted, as a mat- 
ter of course, in an expansion of banking 
credits as well as in an increased volume of 
currency in the shape of Federal Reserve notes, 
but the reserves held by the Federal Reserve 
banks against deposits and note issues are 
far above legal requirements and constitute a 
financial bulwark of unquestioned strength. 

As credit transactions growing out of the 
production and sale of such articles form a 
basis for the issue of eligible paper, the Federal 
Reserve banks can be of great assistance to 
the member banks in the stimulation of nec- 
essary productive activities for which the 
Government itself is the principal customer, 
and if every community, however small, will 
regard itself as a money market for the absorp- 
tion of Government issues, the financing for 
1918 can be contemplated with calmness and 
confidence: 


Tax Payments 
by Notes 


William C. Cornwell in the Bache Re- 
view, makes an important suggestion for 
alleviating the situation of the great ar- 
my of business taxpayers who must on 
one day, June 15 next, pay in enormous 
amounts for yearly taxes, thus crippling 
their own and the general financial situa- 
tion. He says: 


“For instance, on sums due say of over 
$1,000 the Government could offer to receive 
one-third or one-quarter in cash and the re- 
maining two-thirds or three-quarters in notes 
at two, three and four months bearing 4 per 
cent interest. 


These notes the Government 









could discount at the Federal banks as funds 
were needed, and could, in fact, discount them 
at a lower rate than 4 per cent, thus realizing 
a profit on the transaction. The notes would 
be probably as ggod when due as the makers 
might be on June 15; that is, this method of 
extending payments would have little attend- 
ing risk. It would solve the problem of a dan- 
gerous money and credit collision at a concen- 
trated point of time.” 


Banking and 
Brokerage Opinions 


National City Bank of New York—We 
have attempted before to show the difference 
between expansion and inflation in the banking 
situation. The former results from taking up 
the slack in industry, increasing the activity 














Rftcunen 





—Financial America. 
A-MEND-MENT WANTED. 





and production of all branches, and some de- 
gree of increase in wages ard prices which is 
incidental thereto and unavoidable. The con- 
dition of scarcity and abnormal demand cre- 
ated by the war, and the reaction of foreign 
markets upon our own, would inevitably cause 
a rise of materials and labor even though in- 
flation did not follow. 

But it is almost impossible to tell where 
legitimate expansion runs into inflation, and 
this is the peril of the situation. To the in- 
dividual employer who sees an insistent un- 
satisfied demand for his goods at profitable 
prices it looks like legitimate expansion to 
borrow money to increase his output, but if 
he only accomplishes his increase by drawing 
labor away from some other equally essential 
industry, the country has gained nothing and 
inflation has begun, 
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Goodbody & Co.—When broker’s bor- 
rowings are at low tide, that is, when stocks 
are not being carried in brokerage houses, it 
is evident that stocks are in strong hands. At 
such times the technical condition of the mar- 
ket is said to be strong. Usually, when stocks 
are owned outright or are held by big men 
who carry them in their own banks, we are 
at or near the begining of a bull market. 

Our guess now is that the very considerable 
upturn that we have had since December 27, 
when the President’s railroad proclamation 
was issued, and the further advance as a 
result of the disintegrating process that 
has clearly begun in Austria-Hungary, Tur- 
key and Germany, is but the beginning of 
a prolonged advance that may last one or two 
years. By this we do not mean that reactions 
will not occur, but we do mean that we do not 
expect to return to the low prices of last De- 
cember, or even of last January, before we 
have average prices that will np ota if 
they do not exceed, the highest prices of last 
year. Se ct aN : 

We make this prediction in spite of the 
numerous and important unfavorable factors 
that are in evidence. The biggest of these 
re: = , 

: 1. The transportation congestion and closed 
mills, with thousands made idle; 

2. The fuel, labor and food shortage; 

3. The high cost of production; 

4. The slump in business, as evidenced by 
the fact that bank clearings are only 6 per 
cent greater than were those of a year ago 
while prices are 30 per cent bigher ; 

he expected $10,000,000,000 Government 
loans—which may never come, if Germany 
collapses soon; . 

6. The labor unrest and the coming rule 
of Bolshevikism, in the opinion of Mr. Schwab 
and others. 

All of these bear factors are more or less 
in evidence, and have, therefore, been dis- 
counted in the stock market. : 

Keane, Zayas & Potts—If every man’s 
foresight was as good as his hindsight the dis- 
tribution of the country’s wealth would be on 
a more equitable basis, for all would recognize 
opportunity when it appeared and presumably 
at would seek to profit by it. One way to 
make money out of stocks is to buy them 
when they are low and sell them when they 
are high. Opinion differs greatly as to the 
course prices will take after a long decline, 
and this difference makes the market. Those 
who have faith in the institutions of the coun- 
try, who have knowledge of values and money 
and the courage of their convictions find in 
the stock market at this time their opportunity 
to lay the foundation of fortunes. Six months 
or a year hence millions of their fellows will 


be envying them and wondering how it was 
that they themselves let the chance to do the 
same thing get away undiscovered. And yet 
it is or should be obvious to every thinking 
man that actual values are being very severely 
discounted in the market quotations of securi- 
ties. 

Hayden, Stone & Co—Marketwise, stocks 
have enjoyed an advance of 10 to 20 points 
and might be expected to pause for a period 
of rest, especially as we have arrived at the 
period between seasons when no fresh impetus 
is immediately in sight. 

We should not be at all surprised, however, 
if the February reaction that so many have 
been predicting did not materialize. We still 
maintain that the underlying motive of the 
market this year will be the discounting of 
peace. So long as the prospects of this con- 
tinue to improve, and recent economic devel- 
opments would seem to be in this direction, 
the tendency, marketwise, should be toward re- 
gaining more normal levels. 

While all stocks should share to a greater 
or less extent in this movement, naturally the 
ones that will be the safest and best to hold 
will be those that will have the most to gain 
by the actual coming of peace. 

In making a selection from this standpoint, 
asset value and current earning power should, 
of course, be considered, but the touchstone, 
in our opinion, should be the earning power 
exhibited under former periods of competi- 
tion, for to such conditions we must, of course, 
some day again revert. 

National City Bank of Chicago—There 
has been sufficient recovery in security pricese 
to indicate that the recent developments in 
connection with the railroads and the conduct 
of the war have helped sentiment. There is 
no indication, however, that the public is in 
the mood to engage in vigorous speculation. 
Reinvestment of the semi-annual dividends 
and interest payments has been going on 
quietly, although this movement has not been 
nearly as much of a factor in the investment 
situation as it usually is during the opening 
weeks of the year. There has been consid- 
erable purchasing of short term notes, some 
important offerings having been made by 
strong industrial corporations, who in this way 
have obtained money to meet their more urgent 
requirements. This accommodation has cost 
the borrowers, however, a sufficiently high 
rate to suggest that only urgent financing will 
be put through in this way. Discussion as to 
some means for regulating new security issues 
by the government, in connection with its 
effort to protect the market for necessary 
government loans, will probably lead to ade- 
quate legislation, modeled after similar meas- 
ures adopted abroad. 








WALL STREET AT NIGHT 
Those who have seen the financial district only during business hours should make it a 
point to see it at night. During the day thousands and thousands of people are upon the 


countless automobiles and business vehicles are moving to and fro, with a 

all, what a difference! 
of Wall Street at a late hour. 

To walk through the streets gives one the impression that he is in a deserted city. 


streets and 
tendant noise, but with ni 


traffic is 
—Wall Street Journal. 
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Probably no part of the city has 
Searcely a‘soul is to be seen, and street 

















Summary of the Railroad Bill 





HE bill authorizing government con- 

trol of the railroads has been re- 

vised four times. Its present 

form, as reported out by the Sen- 

ate Interstate Commerce Committee, may 
be summarized as follows: 


Guaranty of Earnings 

The President is authorized to agree with 
any railroad upon a “standard return” to 
be allowed the road while under government 
control. In case of failure to reach agree- 
ment with any road, the road is to receive 90 
per cent of the estimated standard return 
and the balance, with 6 per cent interest, 
is to be paid when the amount due is legally 
decided by the Court of Claims. 

This standard return is to be “at a rate 
equivalent as nearly as may be” to the 
average annual railway operating income for 
the three years ended June 30, 1917; but 
there is to be added to this an annual sum 
“at a rate of interest to be fixed by the Presi- 
dent upon the cost of additions and improve- 
ments” made after the above period down to 
Dec. 31, 1917, less the retirements made in 
the six months from June 30 to Dec. 31. 
And in exceptional cases the President may 
fix the standard return at his discretion. 

Moreover, the standard return is to be 
hereafter: increased to cover a reasonable 
rate of interest upon further additions and 
improvements made by the road out of its 
own funds while under government control. 

Dividends 

Dividends are not to be in excess of the 
regular rate that was paid during the above 
three year period, except by the prior ap- 
‘ proval of the President. The President may 
authorize dividends where no regular divi- 
dends were paid during the above period, or 
may increase dividends where recent addi- 
tions or improvements were not fully re- 
flected during that period. 

Rates 

The President has authority to initiate 
freight and passenger rates, the Interstate 
Commerce Commission to serve as a court 
of appeal. 

Taxes 

“War taxes” from Jan. 1, 1918, are to be 
deducted from the “standard return.” All 
other taxes are to be paid of current in- 
come before the standard return is figured. 


The Revolving Fund 

Revenues are to be received by the roads 
and to be expended by them, but net rail- 
way operating income in excess of the stand- 
ard return is to be turned over to a 
“revolving fund” established by the govern- 
ment for the purpose of paying the expenses 
of government control, bringing income of 
any road up to the standard return where 
necessary, and providing terminals, rolling 
stock, improvements, etc. To this revolving 
fund the government adds $500,000,000 by 
appropriation. 

The President may require any road to 
make whatever additions and improvements 
may be necessary, and may at his discretion 
advance money from the revolving fund for 
the purpose. He may also draw upon this 
fund for the “purchase, construction or 
utilization and operation of canals, boats, 
barges, tugs,” etc., on “inland and coast- 
wise waterways.” This provision is so 
broad that the President could take over the 
Erie Canal, for example, and operate gov- 
ernment-owned barges on it. 


Issue of Securities 


Roads may issue securities under the 
approval of the President and the President 
may purchase them (not above par) and 
sell them (not below purchase price). He 
may use for this purpose any sums avail- 
able from the revolving fund. 


Return to Private Ownership 


The President is to “make all reasonable 
provisions for the maintenance, repair and 
renewals of the property, and for the crea- 
tion of reserve funds therefor, and for the 
depreciation thereof, to the end that at the 
termination of such Federal control either 
the property shall be returned to the carrier 
in substantially as good repair and in sub- 
stantially as complete equipment as at the 
beginning of Federal control, or that just 
payment shall be made therefor.” 

Federal control shall not continue longer 
than 18 months after the proclamation of 
peace. Before July 1, 1918, the President 
may relinquish control of any road not 
needed; or at any time he may agree with 
the owners for such relinquishment. Also 
he may relinquish control of all railroads 
together at any time he desires. Roads to 
have no compensation after relinquishment. 
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How to Make Your Income Tax Return 


John Jones Makes His Return to Uncle Sam—How He 
Filled Out His Income Tax Blanks 





By PHILIP N. RING 





OHN JONES had been prepared 
WS for the novel task of paying his 
‘ay Government an income tax by the 
“= commotion created back in Septem- 
ber and October due to the drafting of the 
bill. It was now after January first, and 
he, in common with other good Americans, 
determined to make his return cheerfully 
and promptly. At other times a man might 
permit his property to depreciate in value 
somewhat between the time of his listing it 
with the agent and the call of the City Ap- 
praiser, but now is the time to stand 
in back of the Government and pay up 
faithfully. “No holding out this year,” 
said Jones. 

Jones went to the Collector of Internal 
Revenue and obtained two blanks—one for 
the Government and one as a matter of 
record for his files. This blank (1040A.) 
was marked for “net incomes of not more 
than $3,000,” but it might be used if the 
net income exceeded that amount, but did 
not exceed one’s personal exemption by 
more than $2,000, and it did not in any 
case exceed $5,000. 

Jones was married and had one child 
under eighteen, and he found that this 
permitted him a personal exemption of 
$2,200—$2,000 for himself and wife and 
$200 for his child. He envied—for the 
moment, at least—his neighbor Smith, for 
Smith had five children, and was given an 
exemption of $3,000, i. e., $2,000 for him- 
self and wife and $200 for each child. 
Dudley, a bachelor friend of his, on the 
other hand, was now to discover that wives 
and children were cash assets, for his in- 
come, with the exception of an exemption 
of $1,000, was subject to tax. 

John took up his blank, ready to proceed. 


A.—Income from Salaries, Wages, Com- 
missions, Bonuses and Pensions. 
Jones was an accountant, in business for 
himself, but as the instructions called for 
the statement of wages or receipts totaling 
over $800 received from any one person or 
firm, he wrote: “John Jones, Accountant,” 
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and in the space for the name and address 
of his employer, he entered one firm, “Mu- 
tual Fuel Co., 46 May Street, New York 
City,” from which he received more than 
the amount specified. In the column at the 
right the sum of $1,200 was entered as 
this was the retainer he received for keep- 
ing an eye on the Fuel Company’s accounts. 


B.—Income from Business, Farm or 
Profession. 


Jones owned no farm, but the gross re- 
ceipts from his business, other than that 
received from the Mutual Fuel Co., amount- 
ed to $3,500. From this he deducted 
$1,180 as the salaries of his stenographer 
and office boy, $50 for materials and sup- 
plies and $240 for office rent. These left 
him with a net profit from his business, of 
$2,030. He had had some bad debts but 
could not charge these off as they had not 
been entered as income. (Had Jones 
quoted as his gross income from business 
the total of all bills sent out, it would 
have been permissible for him to deduct 
from this gross such sums as had not been 
paid by the first of the year.) Similarly, 
he could not deduct any salary for himself 
or any of his family without crediting this 
as income elsewhere, which would have been 
driving in a circle. 


C.—Profit from Sale of Land, Buildings 
and Other Property. 


Jones had taken a “little flier in the mar- 
ket” in the preceding year, and had derived 
a nice profit of $450 from the venture. He 
thought of Smith who had dabbled with 
much enthusiasm but very poor luck, and 
figured that Smith would probably escape 
all tax, for, after the deduction of his mar- 
ket losses, his “net” would look pretty 
small. He found, however, that a deduc- 
tion for any loss from the sale of stock or 
other property would not be permitted un- 
less such transaction formed a part of the 
claimant’s regular business. 

Mrs. Jones owned a house and a build- 
ing lot, and as Jones and she had deter- 
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mined to make out a joint statement rather D.—Income from Rents and Royalties. 
than separate ones, Jones now entered the Jones owned no “farms, dwellings, mines, 
cost and selling prices of Mrs. _ Jones’ etc.,” but Mrs. Jones owned a house. This 
building lot. The profit from this deal was a dwelling—brick. Mr. Jones did not 
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E “NONE” IN EACH SHOCK IN WHICH YOU HAVE NO IROOME TO REPORT. 





—~ CORRESPONDING BLOCKS) | DETAILS OF TAXABLE INCOME GST. Set 


Page 3 








A. INCOME FROM SALARIES, WAGES, COMMISSIONS, BONUSES, AND PENSIONS. . 


a whom received ) (ccupsivos.) (Name aed Orem ul © 


John Jones Accountant Mutual Fuel Co 









































[Basinece farm  Cmustraction = Cost of Coat of bast. 
property (if « QE cuildings, §.... - Bese equipment. § 








|_B. INCOME FROM BUSINESS, FARM, OR PROFESSION. ARS = Bei 
Kind of Business 
|_Dusiness, te. : -Public Accountant _ _ addres: 76 Oak St....Ms Yo Co... 
| Porat cam necerves from ‘sale of merchandise, farm products, or nh comenmeae or business | | 
services .... i¢..9500 |. 
Less EXPENSES PAID AND LOSSES: . 
hice . 1180 a ~~ “amt or five bre coats beugis —— 
Mstetiais and supplies ¢.__50 __ Wear, tear, and repairs 7 = 
240 Losses by fire, storm, other casual- - 
Rent $ ties, or theft. ai ws 
(Mem ion principal items ) 
TOTAL EXPENSES AND LOSSES —___.. peqenendentsnanienmasuninnennsas .\¢._& 470. — 
| 
Nev saese sea come, 8 FARM, OR PROFESSION (total cath received minus total expenses and lowes) ‘2/030... 





A 7, REAL OR PERSONAL. 
1. Kin€ of property. (Sve instructions on page 2.) |souime | 3. Sale price | 4. Cost 
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laoa7 5/200 | - “vt lé50 
__1asis| | |__| 200 { 




























































































H. Total netincomefrom above sources mrtnus general deductions except contributions (PF minus G) 





D. INCOME FROM RENTS AND ROYALTIES. a 
(he insisantece te age 2) | 2. Cost of buildings, | *,Cash or squive- | nal - ee Og — ~ | 
ina " | 
|____ Dwelling (brick) | poo| ie ee 
eSSESSE Gr GRE WE OF Seer YE eet FE i 
Tora. ner 1 of cal | | 
sass mae meseus nese, sosve ano vevaazsne (tel o [S00] | | zo | { 25] |, | 575 
Z. OTHER INCOME. (State each source separately ) 7 1. Cash received 2. Expenses paid 
$2000 in Savings Bank at < % T 80 | ly , 
| | | i i 
Net rom of column 1 minue total of column 2) a 3 ’ |___80 |. 
¥. Total net Income from above sources $ 
| @. GENERAL L DEDUCTIONS NOT IN INCLUDED AROVE. (See thetructtons on page 2. | | 7 
Interest paid on indebtedness -.. __Note _#1500 interest at . wn + at ——| | 
Other deductions, if any, except contributions (explain) / . 
Tora. SSE ae . nn $ 110 
[Contributions Red Cross * nl | 
(State — names of organizations to which made. ~ Enter amount on lines 12 amd 15 baze 4) I i 
| 225 | 








amounted to $200, and this figure went know what it had cost, as it had been left 
into the right-hand column along with his to the “Missus” some time before, but a 
own profit from “Steel.” fair valuation was $8,000. The house 
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rented for $600, but a deduction for “wear, tion. Under “other losses” Jones put down 
tear and repairs” was allowed, provided $25 as the amount of the insurance pre- 
this depreciation was not offset by “re- miums. This left a net profit of $375 from 
pairs.” The house was kept in good repair, the rent of the house. 








Page 4 Form 10404.—UNITED STATES INTERNAL REVENUE. 


INDIVIDUAL INCOME TAX RETURN FOR CALENDAR YEAR 1917 
CAUTION FOR NET INCOMES OF NOT MORE THAN $3,000, 


Ss 
Read att instructions. | Made by (or for) QR TORR 
Answer all questio.s. pe 422 Eastern Avenue, 
So, your (Street and number or rural route.) 
New_York. 
Revenue for assistance. Gad vais and Stata) 
To what col- 
-. No did lector’s office _- 
turn for 1916? ~~ the return en 
2. Were o pena * ‘1917, married I not, wore you head of «family ax defined fn instrucdons 
aod ing with = bebe)? wee O88, om page 1 ly vie 
eeauased for alte If head of « ly without dependent 
% children, what was the relationship 
ely pal aly Sncapaciated 31, nt Ome those heap upen pout = 
4. Dal ye wile etend or t_ children if », is such income in- I such incomes 
Sea = J tof Your own? 208. cluded in this return?.... 229 _ ny y+ — ll 
8. 11s separate rtar hasbeen made by (ot or) wile (or huaband) or dependent cid, give full name and address entered at head 





















































6. If income of received by wife (or husband), Sais Ont) ndehs & Ghat, full name of each 
and also proces 1. =i Sa = 











CALCULATION OF NET INCOME. 





Income Shown on Page 8 (Item H) 


dd i ved, , on bonds ha “tax- tad 
ASins tent) praeve pea if ony, om be into of cxspuretionn Hat howe eqpeed G7 0 tax-free-covenant” clause 


1, Ad ivsdende revived any, cn a oh cerntae pains 97 coins battens in Go Faint 


1, Total +4 














12. Less Contributions (not over 15 per cent of total on line 11 above —see instructions at bottom of page 2). 


13 cas etel Hot Income (200 instractions on page 1, wader <\ code “When few hs ge fe 8 | 


CALCULATION OF TAX DUE. 








“ Net Income Shown on Page 8 (Item Hi). 
15. Less Contributions (see line 12 above). 
+S Balance of Net Sucomo_._......._____..... 











17, Less Personal Exemption (seo instructio: s on page 1, under “ Personal Exemption") 
28... Balance (income taxable » 23% » der War Revenue Act) 
"19. ‘Tax Due (2% of above 

















AFFIDAVIT TO BE EXECUTED BY INDIVIDUAL OR AGENT MAKING THIS RETURN. 

I swear (or affirm) that this return, to the best of my knowledge and belief, is s true and complete statement of all taxable 
gains, profits, and income received by a _ sacyr during the year 1917, end that J Om 
qxiiiiod to oll Godestiagn ond cautions cntuaed or chahaed tania oni oe “hela.” 
Sworn to and subscribed before me this 


+ 
eee PEED. dey of .._ JODUATY, _. 2928, —Sahecare . 
(Signature agent.) 


(fignature.) (Address of agent.) 

















CEitie.) " (State reason why return is made by agent.) 


























$200 having been so expended that year, E.—Other Income. 
and Jones considered that the expenditure Under this head, interest received on 
of such a sum covered the year’s deprecia- bank deposits, notes, mortgages, etc., was 
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called for. Mrs. Jones had $2,000 inthe 
bank drawing 4 per cent interest, and so the 
amount of this, $80, was entered. Mrs. 
Jones had received a Iegacy of $500 on the 
death of a relative during the year, and 
Jones was about to enter this on the blank 
when he saw that proceeds of life insur- 
ance policies, gifts and legacies was not 
considered as incame. 

There was now a line “F,” marked, 
“Total net income from above sources.” 
Jones added the “above sources,” and found 
that he and his wife had received a net 
income of $4,335 for the year. 


G.—General Deductions Not Otherwise 
Included. 


Having a note obligation of $1,500-on 
which he was paying 6 per cent interest, 
Jones .entered this. Mrs. Jones paid $20 
in taxes on her house, and this, with the 
interest on the note, made a total deduc- 
tion of $110. 

The Joneses, with some of their neigh- 
bors, had contributed to the Red Cross and 
the Y. M. C. A., and under this heading 
of general deduction the names of these so- 
cieties or any others were required. The 
amounts given were to be entered on lines 
12 and 15 of page four. 

These various sums were footed up, and 
their total entered at the bottom of the page. 
This completed page three, pages one and 
two having been given over to instructions. 

Page four called for John’s home ad- 
dress. The questions 1, 2 and 3, as to 
whether or not Jones had made a report the 
year before; whether or not he was mar- 
ried and had any children were quickly 
answered. Number 4 called for informa- 
tion as to whether any of the members of 
his family had received income from 
sources independent of his own. As entries 
on the preceding pages showed wherein his 
wife had, his answer was “Yes.” As to 
whether or not he and his wife were mak- 
ing a joint return, he also answered “Yes.” 
Number 6 required the name and address 


of any of his family who had received an 
income of $800 or more during the year. 
John entered the name of Mrs. John Jones 
here. As none of Jones’s clients other than 
the Mutual Fuel Company had paid him 
more than $800, question 7 answered itself. 


Calculation of Net Income. 


After entering the amount of his net in- 
come as shown at the bottom of page three, 
Mr. Jones came upon a line for the entry 
of the interest received from bonds in his 
possession that had a “tax free” covenant 
clause. He owned some Armour 4% per 
cent. bonds, the interest on which amounted 
to $200; he also owned 50 shares of Ameri- 
can Telephone & Telegraph stock, which 
was a “corporation doing business in the 
United States and subject to the income 
tax.” This made a total net revenue of 
$4,825. The amount given to charitable 
organizations was now entered and Jones 
found his $50 to the Red Cross and $25 
to the Y. M. C. A. was well within the 
maximum amount permitted for deduction, 
i. e., 15 per cent. of the net income. 

Calculation of Tax Due. 


The first line under this heading once 
more called for the net income. as reported 
at the bottom of page three, the $600 he had 
received from his stock and bonds not being 
taxable, due apparently to the fact that the 
amount due was reported and paid to the 
Government by the corporations themselves. 
The contributions were subtracted from the 
amount of the net income and next his per- 
sonal exemption of $2,200 (permitted on 
the fact of his having a wife and child). 
The balance, taxable at 2 per cent., was 
the amount John Jones was to pay Uncle 
Sam to “help win the war.” 

Jones looked over the blank for incomes 
over $5,000, but found that in the main it 
was the same as his own. Greater detail 
was given in reporting, and as incomes over 
$5,000 were subject to various super-taxes, 
depending upon the amount, a table was 
appended to assist in working these out. 








THE HIGH COST OF EATING 


The president of a prominent financial institution had been too busy to go out fo 
and sent a messenger for a couple of plain sandwiches. They were brought i i 
expense slip for 70 cents. It was only a few months ago that the executive ra 


to meet the hi 
if the time ha 


costs of living, but as he consum 
not arrived for another upward revision. 


his frugal lunch he began to wonder 
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Sugar Preferreds as Inyestments 
BUSINESS AND FINANCE SERIES No. VII—PART 2 
Earnings, Margins of Safety—Assets Behind the Securities— 
War Profits—How These Stocks Should Be Bought 





By JAMES V. TERHUNE 





T so very many months ago the 
writer discussed the position of 
the leading sugar stocks in these 
columns and made a study of the 
leading sugar stocks which are traded in on 
the New York Stock Exchange. I believe 
that my conclusion in regard to those issues 
will bear repetition at this time: 


“While the eafnings of the last two 
ears have placed the sugar stocks in an 
intrinsically stronger position, the investor 
must not lose sight of the fact that the 
present market is one which takes little 
account of ‘values.’ It is wholly a matter 
of supply and demand, for the moment at 
least, and stocks are in greater supply than 
demand. No one knows what Governmen- 
tal step will be next taken to further re- 
duce earnings and consequently values. 
Looking at the sugar stocks from a strict- 
ly technical angle one perceives that they 
have undergone a long period of distribu- 
tion. If historical precedent counts for 
anything, it teaches that nine times out of 
ten such periods are followed by declines, 
the severity of which is gauged by the 
volume of distribution in the distribution 
period. It would therefore appear that 
sugar stocks do not offer attractive in- 
vestment or speculative prospects at this 
writing.” 

Since the foregoing was written the sugar 
issues have declined with the rest of the 
market and have come back on the recent 
rally, which as this is written seems to 
have about expended its momentum. So 
that as far.as the common stocks are con- 
cerned the above applies as well now as 
when it was first written. The reader has 
probably noted that I qualified that state- 
ment by saying “common stocks.” The 
reason for that is that there have been two 
very important developments in the last 
few months. The first has been the cessa- 
tion of the liquidation of high-grade in- 
vestment issues, and the second the mur- 





murings and mutterings of peace which fill 
the world and promise to crystallize into 
action. So long as gilt-edged bonds and 
choice investment issues were being thrust 
upon the market it was obviously unwise 
to make investment or speculative commit- 
ments. But when the average of security 
prices had been reduced to the lowest in 
years and widespread liquidation ceased, 
and when the prospect of peace began to 
bring the “bargain-hunters” to the invest- 
ment markets, it is time for the shrewd 
buyer of securities to look around and see 
what may be seen. 

The point of the whole matter is that we 
know that good securities are cheap now 
and should be bought before peace mate- 
rializes and the opportunity is lost. 


American Sugar Preferred 

American Sugar Refining because of its 
seniority and long established earning 
power is naturally the first to be considered. 
The company has an issue of $45,000,000 
preferred stock par $100, all, of which is 
outstanding. This issue is cumulative and 
entitled only to 7% of each year’s profits. 
It has no voting power and has no pre- 
ference over the common stock as to assets. 
In spite of the last and rather unusual 
limitation, American Sugar preferred has 
long been rated as a very high-grade in- 
vestment issue. Since the organization of 
company in 1891, when it succeeded the 
Sugar Refineries Co., known as the “Sugar 
Trust,” the American Sugar Refining pre- 
ferred stock has paid its 7% dividends 
year in and year out. This record extend- 
ing over more than a quarter of a decade— 
27 years to be exact—would seem to estab- 
lish the security of the preferred dividends 
beyond any reasonable doubt. An idea of 
the margin of safety shown by earnings 
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over dividend requirements is given by the 
following tabulation: 


Year Earned Paid Year Earned Paid 


1907.. 19.4% 71% 1912.. 12.2% 79a 
1908.. 14.4 7 1913.. 64 7 
1909.. 19.0 7 1914.. 9.9 7 
1910.. 10.9 7 1915.. 11.9 7 
1911.. 22.6 7 1916.. 25.4 7 


The foregoing shows that with the ex- 
ception of one year, 1913, the company 
earned the preferred dividend and usually 
with a wide margin to spare. Over a period 
of ten years American earned an aggregate 
of net profits available for dividends of 
$68,624,765 or an annual average of $6,- 
862,477. The total on the preferred is 
equivalent to 152.50% or an annual aver- 
age of 15.25%. In other words, the com- 
pany has earned its preferred twice over 
on average with some to spare. Earnings 
on the common stock in the decade were 
the equivalent of 82.50% or an annual 
average of 8.25%. On December 31, 1916, 
the net assets applicable to the common 
stock totaled $72,348,712 or $161 per 
share. 

Earnings by the company for the year 
just ended are placed by some authorities 
as high as $25 per share on the common 
after all taxes, including the war levies 
which would mean that last year was the 
best the company has ever experienced. 

American Sugar has always followed the 
plan of keeping itself in a very strong 
liquid assets position, a policy the wisdom 
of which was shown in the ¢sying period 
when the company was under fire from the 
Department of Justice. When last re- 
ported, December 31, 1916, the company 
had $28,511,000 of current assets, of which 
nearly $23,000,000 was in the form of 
cash. Current liabilities totaled only 
$8,155,000. This gave the company a 
working capital of about $40,000,000. 

While 111 may seem a pretty stiff price 
to pay for a 7% preferred stock in these 
times, it should be remembered that he who 
buys the stock now should buy it to keep 
and that owing to its long investment 
record the issue, like Steel preferred, has 
a much higher market range than the aver- 
age industrial preferred issue. In the last 
16 years the stock has not sold lower than 
105 and during that time it has been as 
high as 140. 





American Beet Sugar 


American Beet Sugar is another com- 
pany whose preferred stock is entitled to a 
high investment rating. Although con- 
siderably younger than American Sugar re- 
fining and without the excessively solid 
financial buttressing of the former company, 
American Beet Sugar has shown a very 
sturdy growth and has paid its preferred 
dividends regularly since the company’s in- 
corporation in 1899. Its growth is shown 
in the following tabulation for the last de- 


cade: (Years ended March 31.) 
Gross Sugar Sales Net Income 
»  rceee ey $5,749,596 $882,361 
cr, 7,135,326 1,293,142 
TT Seuhnat bands 6,983,772 1,397,252 
2 Serre 8,344,792 1,290,295 
~ eer e 8,932,943 1,568,601 
a en 6,217,746 881,055 
BE Whciniednaek 8,083,696 452,074 
BPE cecédetences 8,304,423 1,424,654 
eee 10,479,293 2,445,189 
BORE -wentivncteas 14,971,116 4,882,980 





*Receipts from operations. 


In common with the other sugar compa- 
nies the war has proved a bonanaza to 
American Beet Sugar, as shown by the re- 
sults for the last two years. The company 
has $5,000,000 6% non-cumulative pre- 
ferred stock authorized and outstanding. 
The issue is preferred as to assets and divi- 
dends and cannot be retired by the com- 
pany. Earnings for the last ten years on 
the preferred and the margin of safety for 
the preferred dividends, are indicated by 
the following tabulation: 


Year Earned on Pfd. Pfd. Divs. 
RES eS 11.6% 6% 
SP 2 maiendiae ta 25.8 6 
Er SP 27.9 6 
DE Sseon Guvg tek 15.8 6 
Sn, Jae neskewan es 31.3 6 
Se agaaneckces 17.6 6 
te ivvexaweaie 9.0 6 
RSP 28.4 6 
DUE Scccucevewnte 48.9 6 
DP a< sn ecéeavoee 97.6 6 


Last year’s balance on the preferred was 
just short of 100% on the outstanding 
stock. During the last decade the com- 
pany has earned total net profits avail- 
able for dividends aggregating $16,517,- 
603, or at the rate of $1,651,700 per an- 
num. The aggregate earnings are equal to 
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342.95% or an average of 34.30% per an- 
num on the senior issue. During the same 
time the company has earned 90.86% on 
the common stock or an average of 9.09% 
per annum. According to the annual 
report for the year ended March 31 last, the 
net tangible assets applicable to the com- 
mon stock totaled $4,794,661 or $32 per 
share. This figure is arrived at after de- 
ducting all current liabilities, retiring the 
preferred stock at par and making a de- 
duction of $15,000,000 on account of the 
common stock, which it is assumed was 
originally issued for “good will” and is not 
represented by tangible assets. 

At the time of the last annual report the 
company had current assets totaling $8,- 
670,000 and quick liabilities of $2,090,- 
000, giving it a net working capital of $6,- 
579,271, which was 44% of the gross sales 
for 1916-17. 

There is not a great deal of market activ- 
ity in the preferred stock as most of it is 
in investors’ hands. At this writing it has 
a wide quotation of 80 bid and 92 asked. 
At 86 the stock yields approximately 7%. 
Last year the preferred sold as high as 102. 


South Porto Rico Sugar Co. 


This company is another which was pro- 
jected prominently into public notice by the 
effects of the war on its business. As a 
producer of raw sugar it profited tremen- 
dously, showing nearly 75% on the pre- 
ferred stock and 6332% on the common 
stock for 1916. 

There is $4,000,000 8% cumulative 
preferred stock, par $100, of which $3,- 
984,000 is outstanding. This issue is pre- 
ferred as to assets as well as dividends. 
Having retired its 6% bonds the company 
has no mortgage or funded debt. 

South Porto Rico Sugar was incorpor- 
ated in 1900 and, as its title indicates, 
has holdings of extensive sugar plantations 
in Porto Rico. In 1916 the company pro- 
duced 92,342 tons of sugar as compared 
with 61,500 tons in 1911. The 1916 out- 
put was the largest the company ever made. 

Since incorporation South Porto Rico 
has paid its 8% on the preferred regularly 
which gives it a 17 years unbroken pre- 
ferred dividend record. Earnings on the 
preferred together with the margin of safety 
of the senior dividend, are indicated by the 





foliowing tabulation: (Years ended Sep- 


tember 30.) 

Year Earned Paid Year Earned Paid 
1909.. 26.7% 8% 1914.. 10.2% 8% 
1910.. 24.8 8 1915.. 45.2 8 
1911.. 24.6 8 1916.. 74.7 8 
1912.. 29.7 8 1917. .*32.0 8 
1913.. 13.3 8 





“Earned on average stock outstanding after 
deducting reserve for working capital ($600,- 
000) and reserve for income and profits taxes. 

Summarizing the company’s earnings 
for the last nine years we find that during 
that period it earned a net total available 
for dividends of approximately $10,000,- 
000 or $1,108,000 annually. This is equi- 
valent to 278.4% on the preferred stock 
or just a little less than 31% annually. 
The balance for the common was equal to 
213.6% or 23.7% per annum. Figured 
as of September 30, 1917, the common had 
net tangible assets behind which gave it 
2 book value of $207 per share. 

At 105 the preferred stock yields 7.6% 
which is somewhat better than the yields 
on either of the two sugar preferred stocks 
previously mentioned. In comparison with 
the earnings and financial positions of either 
American Sugar Refining or American Beet 
Sugar the South Porto Rico Sugar Co. has 
nothing to fear.. The preferred stock is 
closely held ane ‘ts relatively lower price 
is probably owing to the fact that the com- 
pany’s possessions are so far away. A 
peculiarity of the American investor is that 
he chooses to put his money into companies 
which are “at home,” but the broadening 
effects of developments in the last few years 
is gradually dispelling that provincial at- 
titude. The preferred stock of this com- 
pany sold as high as 120 in 1916 and as 
low as 75 in 1915. 


Cuban-American Sugar 


Of all the listed sugar companies per- 
haps this corporation profited most in the 
height of the war-boom in the sugars. In 
1916 the company earned 104.3% on its 
preferred stock and 107.6% on its common 
stock. Nevertheless, over a period of years 
the company has experienced more ups and 
downs than the other three companies men- 
tioned in this article. For instance, it failed 
to earn the preferred dividends in 1911 and 
again in 1913. 

Balances for the preferred for the last 
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eight years were shown as following: 
Year Earned Paid Year Earned Paid 
*1909.. 21.3% 1%% 1914.. 342% 1% 
*1910.. 282 8% 1915.. 708 7 


1916. .104.3 7 
1917.. 87.3 7 


1911.. 3.4 7 
1912.. 11.0 7 
1913.. 45 7 


*Based on $6,295,000 preferred stock out- 
standing. 

During the last nine years the company 
has earned a net available for dividends 
of $28,000,000, in round figures, or at the 
average annual rate of $3,326,000. This 
is equivalent to 267.7% on the preferred 
stock of an average annual rate of nearly 
41%. While this showing is impressive, 
it must be remembered that the high aver- 
age of these earnings is chiefly the result 
of “war earnings.” In the five years im- 
mediately preceding the war period, the 
company earned 68% on its preferred 
stock, or an annual average rate of 13.6%. 
These statements are merely relative, how- 





ever. Cuban-American Sugar has so 
strengthened its position through the earn- 
ings of the last three or four years that its 
preferred stock is entitled to an excellent 
rating among issues of that class. Its pre- 
ferred dividend should be secure against 
anything short of a calamity. 

Cuba Cane Sugar preferred is not dis- 
cussed in detail in this article for the rea- 
son that it is not an issue sufficiently sea- 
soned to warrant its classification with the 
securities before mentioned. The company 
has a very large preferred issue of $50,- 
000,000, all of which is outstanding. At 
the time the company was formed it was 
understood that the 500,000 shares of com- 
mon stock which are outstanding, were to 
a very large extent “water.” With a con- 
tinuance of favoring markets the company 
should be able to strengthen its financial 
position but at the present time it is not 
entitled to rank among the first grade of 
industrial preferred issues. 
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BOND BUYER’S GUIDE 


A Classification of Listed Bonds 
Arranged by F. M. Van Wicklen 





HE following table includes most of the active bonds listed on the New York 
Stock Exchange. An endeavor has been made to arrange these ‘bonds in the 
order of their desirability as investments, based upon a combination of two fac- 
tors, namely, security of principal and income return. 

In many cases it is difficult to determine whether a certain bond should be 
rated above or below another, and in this respect the investor who has uppermost in 
mind security of principal will no doubt differ as to classification, with one who is con- 
cerned primarily with the amount of the income received from the investment, and vice versa. 
The arrangement below, however, attempts to balance these two factors. 


FOREIGN GOVERNMENT BONDS 
Approximate Yield about, 








price per cent. 

ee oc ins Seen scdusecceccséicseese ces 97% 8.25% 
RS SE De NS rere rere 99% 6.30 
ee GE a A Hs I 0 ccc ccuevcccdcccceccerencsé 97% 7.75 
Ol Ci ML ccs clcedtocccedeecsesuecsee 98% 7.50 
a a a i re i Mo. ccc ccecccboccsneweeenes 9454 7.20 
cone en 5.6 0c sconsccesssed sbnewes 89% 9.40 
rr as. Veanewbhs cessed cectesstiveasesies 97 7.05 
lds cen hs 50 cdseseeseesnass edeenne 95 6.60 
eR eg as on wh ne necsesnasecsaness 92% 6.20 
eM Ms Ls cuit ccbceves vec bveeerecteceveue 93 5.80 
i Ms ns ea ste usadeenevecsesnesedeeteeé 88 13.85 
i he KC S Ocs one ceehcahenedabeetes cevee ee 87% 10.00 
Japanese, 2d Series, Germ. Stpd. 4%s, July 10, 1925............. 80% 8.00 

RAILROAD BONDS LEGAL FOR NEW YORK STATE SAVINGS BANKS 

First Grade: 
BD sc ccc copscccicescuesersesucccscecce 75% 5.10% 
i ee a es oo le oak cls enceececenesesencees 71% 4.90 
as Cs ww res esaasbdececeseeenaces 73 4.80 
Se E,W, ROD ck ais cacadisin dee dacdccctscsoecoe 84% 4.75 
I OE ME a vaca wen 4s voc c dew ass cccccccecesaces 8414 4.75 
2 as ce ins cc abectahaceseacdsveotnes 88 4.75 
Pennsylvania Consol. 448, 1960............ccccsccccccccccccces 98% 4.60 
NS ND, A CI ovo cv cnc ccc b gbieet pec ncuncn cedeese 84 4.75 
ee Sn digs bc cdc shed accens cdedievecses 85 4.70 
ON a beak Uaanked el ens s cbévesesunecceccccceces 82% 5.05 
re, i. ce ak ces @deuiocsecescecccotecs 87 4.90 
ED GR I Ins s Sans cee ccecasesecstcccceseccees 83% 5.00 
EO, MD Ss. s,s csc cnncevecdoneetecdcecs 85 5.30 
RR, US SE oo cobs ashen ccducseccecccteccseses 89% 5.10 
EE, OS SEES vc cckui'eins 6 owitetow'e ovecpeeceseeccs 78% 5.10 
Ce Wr I, US oscar cbccccddesevccnesccectccees 84% 4.90 
Mo Gt. P. & S, & Marke Come. €e, 1988. ....0.ccccsccccsccccccccce 85% 5.15 
I MO CaS ie. Kohn 06s i betaneicacessecosceceese 82% 5.05 
OU I Bo 8 wes voce ccscecentcoccecteccecce 87% 5.60 
RS ME nGo wc diwuddecclnvel beds cccbesceccceees 78 5.50 
es ENE GD, “SPUN LE bop hehe oo csicgne 6nc00 ss cons ccvecsen< 60% 5.00 
Ge RE Py SROs on dns cektivieis on ciesescecccccsccbsesdoes 89% 4.85 

Second Grade: 
ee en OM Sn. vc cubaWecesccectcccccnane 7414 7 
Balt. & Ohio Conv. 4%, 1933............20.005- 78% a 
C. M. & St. Paul Ref. 4%s, _: 69 650 
C. M. & St. Paul Conv. 5s, 2014.. 19 630 
ee ae Ee MR in eu bb en's < cd cavcesecesenctvecsiccuecé 81% 6.15 
le A i ne iis den bactvnteSs ace veédcce codnene 82 5.50 
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RAILROAD BONDS NOT LEGAL FOR NEW YORK STATE SAVINGS BANKS 
First Grade: 





Ce I Rc cine'ucc cde dudicbccccyccscnsvedves 93% 6.00% 
I a a es i cas ocean eabkeniees 83% 6.00 
i I Or cs sce pindtkenscnss cannes 83% 6.00 
RS OR, oe ce Sc cndwecees auntesoeccever's 92% 5.40 
ee ee es I OR, cep icdicvccaccccccscatecescs 73 5.85 
ee a eo, 8 oN oa ve pedehentveweenceans 86%4 5.75 
Sy Se I SR ae a uh abs on ech oncaieeued 8614 5.85 
I I es os Ee. Le ct lenosccndccceaekas’ 60 5.75 
ie ies a re i tn wc usa oaceme sa sens 72 6.00 
ee Os EE, I rs hea cniesesk cocciccecddccdedecss 64%4 5.50 
i a NS GI as 5 odics do-coce cosine cin ciscevevcseees 86 5.40 
os cei el babccbbecdvenewstcbaurecur 91% 5.50 
a Fi nk a je weccceentumiebastuas 81 5.25 
Sc te SW I  d , n wid bees eceucs sc babesacees 77 5.25 
Ss ee I I, Bc bw kbc nose bine sc csccnchedsewewes 85 4.85 
I EE EUs pi dacbonsebdbceubsbebinddveeesscnbateass 8414 4.75 
Second Grade: 
I Gd ak nk ce digut aacbbtes dent ewhaseneaa 717% 6.85% 
I en a ae. ok on es ew tandadaenbeewaen 89 6.10 
ee I Es vn on cde save adlegredsdesesdeknkse 5936 7.25 
ieee wh cea os cevabousbiceece 77% 6.80 
es es Ls oi oe beh lve aeudn ésuabavedeee 69% 7.75 
se ns ore ks gad eens b¥be ue eeeTO 7556 7.25 
oo cas capone bavaeadheibens 66% 7.60 
Ces Me I I, BD a occ cic cccccntcdccccccecsscncoce 69% 8.50 
I on. cn os sO oed wweevudenessawacddeesous 9314 6.60 
ee ee a. on ac awevedasudensdsawebblsededes 68% 5.85 
08 was dc hn u's spot wee's dws shauedoonteas 17% 8.00 
od codecs bs sb eae Citas sen vabawénnetes 81 6.35 
eS I a. cw dat bcs cncscccnscdvcciebs 65 7.50 
a oe ed sw, cn eee dite b obi SSbCnbes . 58% 6.90 
oe ee ee ns See ee I. cova vewewcnccticcaneeten 61 6.60 
i FS a 5. 4a KAS a oon viele noes seb seee tebe s 68 6.00 
ae os dw ceting Obes ovenks banibecsbent 52% 7.85 
CE ia as dis dag ame bacdabecs bauehewus 60% 7.00 
I, CR PR a Sool as os o's bom whew’ chide 51 8.35 
AI, ED, Salas OLE die und iwrent euevint bee babbe’e 60% 7.05 
GS Wet: SPU WIG in a wb hc Gin a che ddn 00600 des Ubevebeiee 58 7.20 
INDUSTRIAL BONDS 
Weteh  Mren Bie, BOs as Sane cccstsiciescsescccivscevcsis 97 5.15% 
Central Leather 1/5s, 1925 9614 5.60 
ee ea i se casld waded daveueseadedeausade 93 5.45 
se = i 0, ieee aaegr be ae anaes tei innate 87% 6.00 
i ee I ns Sooo bis bce wes does paccdcennc 90 5.70 
on obi dwenednceccbuccevecskeks 93% 6.50 
Bee TN IES BPO ie b a5 5 c's co Cawicvincsdécedeateave 88% 5.80 
I I a orn chs Caen nce addr ce bv eekieredceué as 96% 5.25 
ee on Sy cDugeesess Ohana ncveaue 99% 5.05 
i in oes odd cnnnesdessaccecedvictnechba 97% 5.15 
cnt % wou edadece ced sbacenctses 97 5.20 
ee on a's acca cc aus vescueheusece 79% 6.60 
Aa Bs Se, GOIN By BOs 0 oc nce svaccencccsccsccicccepece 93% 6.25 
ee ernie cntdnbcbtabecdscocavtussddcve 95% 6.40 
ee oe ie densteKncdcadesebeescace 94 6.25 
Ce INS SI II ccd oo 0 orion cases ccédatvdansecede 107% 5.50 
PUBLIC UTILITY BONDS 
Re Fs I I 5 nin 65.06 05scicccccviveecade cose 82 6.20% 
Ce Be i IR A BS ning dcdcdc cccccsdsicstcaveens 100% 5.65 
ee I SR a oS bb dR esses coccscdenseensedes 84 6.00 
Pi SE SR, PIR, “BEI sg bic sv ccc esc ctedsceuseescoeees 87 5.55 
es on Sb onic Saidewces sunesedecoases 95 5.35 
Palas Senetes Comp. IN. 5. Sa, I9G9. ..... ccccccccccccccccccccccs 76 6.75 
i Taw bo So shi veaddnccccecondbscccctes 55% 8.50 


Se Be ee Oy SG cd eb es Cie <eveccocser phepedfeveeubadar eet 96% 15.50 
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Readers’ Round Table 


(Subscribers are invited to contribute to the Readers’ Round Table Department. From our 
readers we receive many valuable suggestions and interesting ideas, and have inaugurated this 
feature in order that they may present their problems and their thoughts to their fellow-readers. 
We believe that this interchange of ideas will prove to the advantage of all. Send in your manu- 


script addressed to Editor, Readers’ Round Table. 


is given.—Editor.]) 


No names will be used unless permission 





New York, January 25, 1918. 
Editor, MAGAZINE OF WALL STREET: 

Dear Sir—I note in the January 5, 1918, 
edition of the MaGAzINE oF WALL STREET a 
letter by “Saxon,” entitled “Valuing a Mining 
Stock.” 

“Saxon” sets forth an analysis appearing 
in Pickering’s book entitled “Engineering 
Analysis of a Mining Share,”. showing the 
present value of Utah Copper shares, and 
concludes therefrom that if Utah stock should 
sink to $45 or $40, an investor with the analysis 
of Utah before him would know that the stock 
at the panic price was a genuine bargain. 


There can, of course, be no question that Utah: 


would be a genuine bargain at the above fig- 
ure. “Saxon” does not mention in citing 
Pickering’s tabulation that Utah’s production 
at the time the figures were computed was at 
the rate of approximately 150,000,000 pounds 
per annum, whereas the production of Utah in 
1917 was over 200,000,000 pounds, and addi- 
tional equipment in course of installation at 
the present time will produce a further sub- 
stantial increase. With this increase in rate 
of production the amortized value of the 
shares of course, also increases. 

In August, 1914, soon after the closing of 
the New York Stock Exchange, and at a time 
when Utah was producing at the rate of ap- 
proximately 120,000,000 pounds of copper per 
annum, the price of Utah » shares was fixed by 
the Stock change at $46. It. should be 
noted that it took a World’s War to make the 
shares sell at this price. If “Saxon” is willing 
to wait for world wars before he invests his 
money, no doubt he can secure stocks at very 
low prices, but by so waiting he will have to 
figure the interest which he loses between war 
periods by having his money in the bank. 
Also, if everyone followed this procedure, 
needless to say industry would be much ham- 
pered because mining companies would have 
to pay excessive rates for capital if the public 
became interested only during periods of 
panic. : 

“Saxon” favors assuming that 60 per cent. 
of the earnings of a mining company applied 
to dividends is a conservative figure on which 
to base a valuation. There can be no ques- 
tion that this figure is a conservative one. 
It would have been still more conservative 
had “Saxon” assumed 40 per cent. In valuing 
a security—especially one representing a com- 
paratively new and growing property which 
has not yet completed its program of construc- 
tion—it should not be overlooked that such 
part of its earnings not paid in dividends is 
devoted to some purpose, and this purpose 
makes for an increased rate of earnings. The 
money will be found in the treasury, is con- 
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sumed as working capital, is invested in securi- 
ties of other companies, or it may be set aside 
in surplus, so that dividends may be main- 
tained during periods of duress when other 
companies following a less conservative course 
may be obliged to cut out dividends entirely. 
Certainly undistributed earnings have a real 
value, which cannot be ignored in arriving at 
the intrinsic worth of a share. It would be 
quite possible for a company like Utah to 
issue additional securities, which securities 
would produce a sum of money sufficient to 
make it possible to carry its own copper and 
make enlargements of plant, etc., and thus 
enable it to pay out 100 per cent. of its earn- 
ings in dividends now, instead of building up 
the business to intended capacity out of earn- 
ings. 

There has been no material increase in 
Utah’s capitalization since 1910. In that year 
the production of ore was 4,430,000 tons, and 
that of copper 89,000,000 pounds. In 1916 the 
production of ore was 11,000,000 tons and 
194,400,000 pounds of copper. In 1910 the 
earnings were $3.46 per share, and in 1916 
$24.46. It is quite evident that this increased 
capacity was made possible through the diver- 
sion of such earnings as were not paid in 
dividends to capital expenditures, and it is 
apparent that the stockholder is very much 
better off for it. Assuming that only 60 
per cent. of the earnings of this property is 
to be diverted to dividends throughout the life 
of the property is erroneous. The point that 
“Saxon” overlooks is that this property is a 
comparatively young one, as are all the “por- 
phyries,” none of which have yet reached their 
maximum production. 

If it is desirable to disregard the earnings 
of a mining company and only consider divi- 
dends in order to arrive at the amortized 
value of its shares, it would appear proper 
to consider the older mines in arriving at a 
basis for calculation. The Homestake Mining 
Company, the largest gold property now in 
operation in the United States, was incorpo- 
rated in 1877. This company earned during 
the five years ending December 31, 1916, a 
total of $10,235,032, and paid out during these 
years $10,087,249, or 98.5 per cent. 

The Champion Copper Company, incorpo- 
rated in 1889, reported net profits for the ten 
years ending December 31, 1916, of $15,891,513, 
and paid in dividends $14,814,541, or 93.5 per 
cent. 

The Quincy Mining Company, incorporated 
in 1848 and still operating one of the oldest 
copper mines in the United States, reports re- 
ceipts over expenditures from organization 
to December 31, 1916, amounting to $26,201,- 
115. Dividends during this period amounted 
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to $23,537,500. 
amounted to 89.7 per cent. of the earnings. 
The Osceola Consolidated Mining Company, 


In this case the dividends 


incorporated in 1873, reports for the eight 
rw ending December 31, 1916, a profit of 
$8,778,720, and paid in dividends during this 
period $7,451 628, or 85 per cent. 

The above are a few samples of the older 
mining companies, chosen at random, ‘which 
companies happen to present figures from 
which it is possible to estimate the difference 
between the amounts earned and the amounts 
paid out in dividends over a series of years. 

“Saxon” also takes occasion to make a val- 
uation of the present value of Canada Copper. 
He considers it conservative to take only ten 
years for the life of this mine and to ignore 
any possibilities for additional ore which have 
been referred to by several competent engi- 
neers and geologists who have examined the 
property. e assumes that but 60 per cent. 
of the earnings will be paid out in dividends 
and amortizes this amount. Does “Saxon” 
recall that the shares of the Utah Copper at 
one time sold at $5.00, and that at that time 
the question of handling this class of ore at a 
profit was to a considerable degree experi- 
mental? Does he recall that the shares of 
Chino Copper were brought out at $5.00 at a 
time when there were but 3,000,000 tons of 
ore in sight? Likewise nearly all of the other 
porphyry mines, which, if valued by “Saxon” 
by the tonnage blocked’ out, without using any 
imagination as to the possibilities for addi- 





tional ore inherent in deposits of this kind, 
would have left “Saxon” without any invest- 
ment at all in these properties. 

Certainly no one can criticised for con- 
servatism, but in order to make a success of 
an age | it requires the use of a certain 
amount of imagination, without which no 
business will be done, and the wheels of 
progress would proceed very slowly if directed 
along the hard and fast lines “Saxon” sug- 
gests. 

In the case of Canada Copper, “Saxon” 
would learn, if he investigated, that the geo- 
logical conditions are such that there is prom- 
ise of double the present tonnage being blocked 
out. When this development is realized, the 
usual increase in plant capacity will no doubt 
be effected. Based on the concrete form in 
which he presents his analysis of this prop- 
erty, certainly no one would buy the shares, 
no one would have assisted in financing, and 
there would have been no money provided to 
block out the additional tonnages which geo- 
logical conditions indicate are present and on 
which development the enlargement of the 
business depends. Fortunately there are 
others of more imaginative tendencies, inspired 
with confidence based on the experience with 
many other properties of this nature, who are 
quite ready to assist in developing these re- 
sources. 


Very truly yours, 
“ANGLO-SAxon.” 








LAMAR, EX-WOLF OF WALL STREET 


a. gentleman wants to see you on business.” 
look steadily at each other. 


The blue crash uniform worn by 


r and Lamar is 
uae frayed, but neat and clean. There is nothing about it to indicate prison garb, it —#- 


be the outer garments of a sculptor or a gardener cr even a hunting suit. 


He wore a soft, dark shirt 


and black tie. Big horn rimmed glasses give him the appearance of a student, an inventor, a professor. 
“I do not recall the gentleman,” he said, courteously, standing well apart. 
“Well, anyhow, it is a business call and we might as well step into the reception room,” said the 


guard, encouragingly. 


With a sweeping bow Lamar consented and we passed into a cheerless barren room where the 
windows are high up in the walls and the only furnishings consist of a table and some chairs. A 


policeman’s club hangs on the wall, and that is all. 
We found chairs, the guard sitting between us. 


The door of the room was closed and all that 


went on inside was private save that the guard represented the ears of the Federal Government in all 


that transpired. 


There was some talk as to the business in hand, but Lamar seemed troubled. 


to the 


of other calls 
“That is all right,” the guard reassured 
he settled back comfortabl 
“I am on the shady s of life,” 
lo Seaity ened anew and > be tet ene” 


Suddenly he turned 


guard. 

“You will tell the Warden that this is a business call, that it does not interfere with my privileges 
from friends and relatives?” he asked eagerly. 

him, “we all understand that.” 
in his chair and gazed at the ceiling, apparently 
he said suddenly, looking at the visitor. 


‘Tite culioved Lemar end 
retrospect. 
es --, So 


“You have no desire to exonerate your position before the world?” the visitor asked him. 


Lamar seemed 


surprised. 
“I do not share the views of Mr. Lawson, who wrote ‘Frenzied Finance.’ 


It is one of the unwritten 


rules of the men in Wall Street to take their medicine and not to squeal. 


“I have had my day in court and 


that it means will be for; 
I owed. I have learned 
is an inexhaustible source. 


a, lve. qutaty on te eoeney’ f be When I am out of this I shall go 
have, and trouble nobody! 

that will help and inspire younger men to do right, but 
poe hg Bh hy fe 4 the game of Wall Street. There are morals tha 


York, live waty on the 
experience a book of 





nature, even when he is 


was constitutionally protected. All that could be done for me was 
. The courts were fair with me and I was justly - > I am in 
tten. When I come out I will be 
at everything concerning a man’s happiness comes from 


but some day all 
ve paid whatever debt 
within and that it 


back to my home in New 
Perhaps + shall pa 4 from my own 


square, I will 


t survive in a man’s 


» » 





As’ we. stepped out from the gl y recepti 


“You know my address on Fifth Avenue, in New York. 
He walked briskly away toward the other gates that opened to the cells — The Forum. 


into the marble corridor Lamar shook 
I hope we shall meet there very soon.” 
































RAILWAYS ano INDUSTRIALS 


Downward Trend of Steel Karnings 


Industry, War and Weather Hit—That “Reconstruction” De- 
mand—The Immediate and the Long-Range Views 











By BARNARD POWERS 





HILE the directors of the United 
States Steel Corporation at their 
last meeting declared the regular 
dividend of 1% per cent on the 

common stock and 3 per cent extra, in addi- 

tion to the regular preferred dividends, and 
while the quarter after all deductions in- 
cluding ordinary and special taxes, showed 

a balance of $7.44 on the common stock or 

at the rate of nearly $30 per annum, there 

are factors in the steel situation which are 
causing the steel heads to indulge in some 
very serious thought. 

These factors are but faintly suggested 
in earnings’ reports and market quotations. 
They are not written out nor presented in 
interviews. They are not mentioned in 
talks “for publication,” nor are they dis- 
cussed at all except in the range of trust- 
worthy and discreet ears. These disturb- 
ing elements are summed up in the query: 
“What will happen to the steel industry 
after the war?” 


After the War—What? 

Ask any steel man what will happen to 
the industry after the war and he will an- 
swer without a moment’s hesitation that he 
does not know. Nor will he be open to the 
charge of evasion because of such an an- 
swer. Nobody knows what will happen to 
the steel industry after the war, but there 
are many who have a fairly definite idea as 
what may happen. Some months ago when 
the “reconstruction” theory was widely in 
vogue, this publication raised the question 
as to whether the reconstruction demand 
would make up for the shutting off of the 
tremendous war demand. Our conclusion 
then was that it would not. It seemed to us 
that the cheery talk about rebuilding the 
world after the war was largely the sort of 
camouflage a person indulges in when he 
whistles to keep his courage up. Since that 
time many things have happened to 








strengthen that conclusion and I do not 
think it an exaggeration to say that now 
it is shared in by a large percentage of the 
leaders in the steel industry. 


Steel’s Earnings 

The graph herewith was published in 
our Jan. 19 issue, but at that time did not 
include December’s unfilled tonnage orders 
nor net earnings for the last quarter of 1917. 
It will be perceived that while the unfilled 
tonnages for December showed no change 
of moment, the net earnings for the last 
quarter after a slight recovery for October 
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over September, took a sharp dip in Novem- 
ber and a further dip in December. The 
December’s net earnings of $17,985,272 
were the lowest for any one month of the 
year as shown by the graph. 

How earnings for the last quarter of 
1917 compared with the corresponding 
quarters in the preceding years is brought 
out by the table herewith. 


The Immediate Prospect 


Is the decline in Steel’s earnings a tem- 
porary affair brought about by the readjust- 
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ment from a peace to a war basis and are 
the prospects for an improvement from now 
on? There is nothing in the situation as 
far as one can see ahead to warrant such a 
conclusion. Quite the contrary. The year 
1917 saw the company’s orders’ based on 
pre-war (that is, before this country went 
to war) prices practically cleaned up and 
this year to date the domestic demand for 
steel is conspicuous by its falling off. 
Labor is too high and prices are too high 
to allow of a big domestic demand, to say 
nothing of the pressure exerted by the gov- 
ernment to keep down new construction on 
the part of individuals. Furthermore the coal 





must not be forgottten while France and 
Russia’s steel output has been curtailed by 
the war, the production of the Central Pow- 
ers, England and the United States has been 
stimulated tremendously. At the outbreak 
of the war in 1914 the world’s production 
of steel was approximately 76,000,000 tons, 
of which this country produced approxi- 
mately 45 per cent. Before this country 
joined in the fray the world’s production of 
crude steel had increased to the rate of 
nearly 85,000,000 tons per year, of which 
the Central Powers produced approximately 
21,800,000 tons, the Allies 20,000,000 tons 
and this country 43,000,000 tons or 47 per 








U. S. STEEL’S EARNINGS IN THE LAST QUARTERS FOR THE LAST FOUR YEARS. 

















1917 1916 1915 1914 

I cei cnaiaviwedssnenenen *$59,724,125 $105,968,347 $51,232,788 $10,933,170 
Depreciation and sinking fund.... 11,688,781 9,646,737 8,729,053 2,922,572 
EPR P SR ree ree ree es $48,035,344 $96,321,610 $42,503,735 $8,010,598 
Int. and prem. U. S. S. Bonds..... 5,470,103 5,639,648 7,338,399 7,311,962 
PR ari dddnhwachelesnane $42,565,241 $90,681,962 $35,165,336 $698,636 
Adjudicated credit .............-. 1,600,808 129,626 Pc | Tee 
eas aac nn ea puenéees $44,166,049 $90,811,588 $35,959,393 $698,636 
Preferred dividends ............. 6,304,920 6,304,920 6,304,919 6,304,919 
Common dividends .............. 21,602,857 15,249,076 ek. +. wenkéeowns 
Surplus for quarter........... $16,258,272 $69,257,592 $23,300,693 $$5,606,283 

§ Deficit. 


*Total earnings after deducting all expenses incident to operations, comprising those for ordi- 
nary repairs and maintenance of pm allowances for estimated proportion of extraordinary cost 


of facilities installed by reason o 
of war income and war excess 


war requirements, also taxes (including $60,950,364 for account 
rofits tax), and interest on bonds of subsidiary companies. 


{Depreciation and extraordinary replacement funds and sinking funds on bonds of subsidiary 
companies, and sinking funds on U. S. Steel Corporation bonds. 








scarcity and lack of transportation facili- 
ties has operated forcefully in slowing up 
the steel business. Operations of the steel 
mills 4t the present time are estimated at 
40 per cent to 50 per cent of capacity and 
for. the most part the business is govern- 
ment business which is not nearly as profit- 
able as the pre-war business. Best opinion 
is that unless there is a sudden and very 
radical change in the sityation the earnings 
for the first quarter of 1918 will make a new 
record for the last two years. 


The Long Range View 


In taking a long-range view of the in- 
dustry one must be careful not to be led 
away by the “reconstruction” theory. It 


cent of the total. Great Britain is now pro- 
ducing close to a rate of 1,000,000 tons per 
annum and this country’s capacity is rated 
at 50,000,000 tons per annum. 

In short the world has experienced an 
enormous war demand for steel with a cor- 
responding increase in capacity. Take 
away the war demand and you still have the 
expanded capacity. Allowing for an im- 
proved domestic demand, after the war and 
the “reconstruction” demand and the posi- 
tion of steel after the war simmers down to 
the question as to whether the post-war de- 
mand for peaceful purposes will make up 
for the falling off in the demand for war 
purposes. Best opinion in the steel indus- 
try appears to be that it will not. 




















Corn Products versus Pullman—An 


Investment “Switch” 


Investment Possibilities of Both Companies—Earnings Com- 
pared—Their Financial] Status and Their Prospects 





By FREDERICK LEWIS 





HE holder of securities of industrial 
companies that has a proper re- 
gard for his investments should 
continually keep in touch with 
conditions affecting the securities in which 
he is interested. Changed conditions, or a 
less efficient management can very easily 
turn big net earnings into deficits. Because 
an industrial corporation has had an ex- 
cellent earning record in the past is no 
criterion that it will have an equally good 
record in the years to come. 

In other words, because an investor has 
had reason to be satisfied with the returns 
a certain security has given for a period of 
years is no reason for his being assured that 
his investment is now 2™good one to stay 
with. His attitude should be: “Is there 
some security with better possibilities than 
the one I am in?” which brings up the sub- 
ject of this article. In the previous issue of 
THE MAGAZINE OF WALL STREET the rela- 
tive merits of National Biscuit and Ameri- 
can Can were discussed, and the facts 
brought out tended to indicate that Ameri- 
can Can common stock has excellent possi- 
bilities of, in a few years, reaching the in- 
vestment level now enjoyed by National 
Biscuit. 

In the present article Corn Products Re- 
fining Co. and Pullman Co. are compared. 
The former company has made truly re- 
markable strides forward in the past few 
years, whereas the latter has not done much 





more than hold its own. Table I shows ——--————————— 


strikingly how one has advanced while the 
other has stood still. 


Corn Products 


Corn Products Refining Co. was incorpo- 
rated in 1906 in New Jersey and took over 
several of the leading concerns engaged in 
the manufacture of glucose, starch and 
other corn products. Many of the com- 
panies taken into the organization had had 
at best but meagre success, and as a result 
several unprofitable plants were acquired. 


The company started, therefore, with a 
highly inflated capitalization, the $49,777,- 
333 common stock was practically all water. 

Perhaps the greatest asset of the com- 
pany, when it was first formed, was a capa- 
ble management. Without that it is doubt- 
ful if it would have survived for long. Ef- 
forts were at once made to bring about a 
more efficient and economical operation and 
a number of poorly located plants were 
shut down, dismantled or sold. The plants 
with the better possibilities were enlarged 








_ CAPITALIZATION OF PULLMAN 
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and improved, new ‘plants constructed aad 
modern devices installed. The selling or- 
ganization was brought up to a high state 
of efficiency and the quality of the output 
improved. 
Water Squeezed Out 

It has been a long hard pull to replace the 
water in the company with good substantial 
assets but the task has finally been accom- 
plished in very considerable measure. 
Since organization to date approximately 
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$35 a share on the common stock has been 
put back into the property from earnings, 
and this is after very liberal deductions for 
depreciation, replacements, etc. In 1916, 
for example, $1,420,000 was charged off on 








TABLE I—NET INCOMES 
Pullman Corn Products 


19OB. wccccscccees $9,788,924 $2,448,727 
SEPT eet Perak X 01 2,471,198 
191O. sccocecceees 13,933,498 2,071,936 
WDD. ccccccccsece 11,140,032 2,102,612 
IDER. wvsssacesecs 10,428,458 2,050,652 
IDES. .cvcsececese 11,141,108 2,284,855 
WE wccccsceeecs 10,844,917 2,305,174 
|) ree 10,546,848 3,168,368 
IONS. ssp sowsceves 12,380,367 6,083,747 
IDLT. .ccccscccece 13,632,412 *10,000,000 





*Estimate by official of company after al- 
lowing for war taxes. 

Pullman earnings cover the 12 months ended 
July 31, Corn Products earnings cover the 12 
months ended Dec. 31, from 1913 to 1917, both 
inclusive and the 12 months ended Feb. 28 
from 1908 to 1912. 





this account; in 1915, $1,115,000, and in 
1914, $980,000. 

These earnings put back into the prop- 
erty have not only greatly improved its 
physical condition but has also made it 
strong financially. A few years ago, for 
example, working capital stood at only 
$5,000,000, as against a present working 
capital of approximately $14,000,000. 

Effect of War 


While it is true that the war has greatly 
benefited Corn Products this does not neces- 


In view of the real merit of most of Corn 
Products famous brands, such as Karo Corn 
Syrup, Mazola (an oil extensively used in 
cooking), Argo Starch, Kingsford’s Corn 
Starch, etc., a very large percentage of this 
new business should be kept after the war. 


1917 Earnings 

The high price of corn has been met by 
an advance in the company’s products, as 
well as by a reduction in costs because of 
capacity operations. Difficulty in obtaining 
sufficient corn handicapped the company 
somewhat, necessitating in the fall of 1917 
a partial shutdown of its plants. This 
makes the showing for the year 1917 all the 
more remarkable. The annual report will 
be issued shortly and close to $17 a share 
on the common stock will be shown, after 
allowing for depreciation and war taxes. 

All back dividends on the preferred stock 
have now been paid up, through the pay- 
ment of 19 1/6 per cent. in 1917. With a 
strong financial position and prospects that 
1918 will be just as profitable a year as was 
1917, the common stock would be in line 
for dividends shortly were it not for the 
Government suit. 

Government Suit 

The Government suit against Corn Prod- 
ucts was instituted in March, 1913, under 
the Sherman Anti-Trust Act and was de- 
cided against the company by the United 
States District Court at New York, June, 
1916. A decree was entered ordering the 
dissolution of the corporation and at the 








TABLE II—CORN PRODUCTS—PULLMAN CO.—Dividend Records. 
PULLMAN COMPANY 


1875 
11% 


1874 
Capital Stock 


CORN PRODUCTS 
1906 


Preferred Stock 
Common Stock 


Terr ree eee ee eee eee eee eee ee eae 


1876-80 1881-3 1884-97 1898 1899 1900-17 
8% 914% 8% 28% 644% 8% 
1907 1908-16 1917 
2% 1% 5% 26 16% 
None 








sarily mean that when the war is over the 
present earning power will shrink to pre-war 
levels. The fact should be born in mind 
that the scarcity and high prices of sugar, 
potato starch, pork, lard, edible oils, etc., 
have popularized corn products and intro- 
duced them to thousands of homes that 
never used them before. In other words, 
the war has educated the people to the use 
of corn products. 


same time the court took the unusual course 
of directing the Federal Trade Commission 
at Washington to frame the terms of the 
dissolution. The court held that the com- 
pany controlled more than 60 per cent. of 
the business and commerce of the country 
in glucose and starch. 

An appeal was taken from the decision 
and was awaiting argument and final ad- 
judication, when the Attorney General re- 
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cently requested the Supreme Court to 
postpone hearings on this and other anti- 
trust suits until after the war. There are 
competent authorities entirely familiar with 
the Supreme Court findings in anti-trust 
suits that maintain that the lower court 
was in error and that there is an excellent 
chance that the verdict against the com- 
pany will be reversed on appeal. 

Even should the verdict go against the 
company it is believed that the company 
will find some way of bringing its opera- 
tions within the law that will not cause 
it any great hardship. The company can- 
not pay dividends on the common stock, 
without a special court order, until the 
case is decided. 


Pullman Company 


Pullman Company stock has one of the 
best records as regards consistent dividend 





TABLE III—CORN PRODUCTS—PULLMAN 
CO—Range of Stocks. 





Corn Products Com. Pullman 
High Low High Low 
Be 20% 10% 174 147 
1909 ..... 26% 16% 200 169 
re 23% 11% 200 155 
dd nd 15% 95% 163 154 
BE Soles 22% 10 175 158% 
DD evade 17% 7% 165 149 
Sn, énke’s 13% 7 159 150 
Pee 21% 8 170% 150% 
co ee 29% 13% 177 159% 
DURE scceks 37% 18 167% 106% 








payments of any industrial corporation in 
the country. Dividends have been paid 
without a break since 1874. See Table II. 

As of July 31, 1917, the company had 
net tangible assets of $111 a share. This 
would appear to be small in view of the 
long period of prosperity the company has 
enjoyed. The explanation lies in the fact 
that a very large percentage of earnings 
have been distributed in cash dividends and 
in addition stock dividends have been paid. 
In 1910 a 20 per cent. stock dividend was 
paid, in 1906 a 36 per cent. stock divi- 
dend, and in 1898 a 50 per cent. stock 
dividend. 

In the current fiscal year Pullman Com- 
pany has had many difficulties to contend 
with. Increased cost of labor and mate- 









ria} has cut into earnings. What is more 
important, the congested condition of the 
railroads of the United States has resulted 
in the elimination of many passenger trains 
and cut down the number of Pullmans in 
service. 

The principal earnings of Pullman Com- 
pany come from its cars, which are oper- 
ated on all the important roads of the 
country. The reduction of train service, 
therefore, has an important effect on the 
company’s earnings. 


Outlook 


Earnings for the year ending July 31, 
1918, are expected to show a considerable 
decrease, in fact they may not show much 
better than the dividend covered. For the . 
year ended July 31, 1917, 11.36 per cent. 
was earned and in the previous year, 10.32 
per cent. Large deductions are made for 
depreciation, but, as the greater proportion 
of the company’s assets consist of rolling 
stock, these large deductions are necessary. 
The company’s practice is to charge off 
about 5 per cent. of the cost of its equip- 
ment each year, around $6,000,000. 

In the past decade Pullman has not 
shown any important increase in earning 
power and the prospects are not particularly 
bright that the future will show important 
advances. It is believed that Government 
control of the railroads will tend rather 
to reduce Pyllman’s earnings than increase 
them. At present prices of around 115, the 
stock is not selling far from ‘its intrinsic 
value but its future possibilities do not 
appear sufficiently bright to make it appeal 
to the investor who is looking for a sub- 
stantial appreciation in the value of his se- 
curities. 

Position of Stock 


The status of Corn Products is entirely 
different, it is a rapidly growing concern. 
Its products have attained great popularity 
and, because of their merit, this popularity 
is likely to be maintained. Prospects are 
that in the years 1917 and 1918 more than 
than the present market price of the stock 
(34) will be earned. The known facts in 
regard to these two companies tend to in- 
dicate that Corn Products common has 
much better possibilities of appreciating in 
value than has the stock of the Pullman 
Co. 
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Right and Wrong Methods of Specula- 


tion and Investment 
Article VII—Buying on Bulges 


By RICHARD D. WYCKOFF 














{[Note: With a view to their timeliness, these articles are being presented in a somewhat 
different order from that given in the preliminary announcement. } 





S everyone in Wall Street knows, 
the public does most of its buying 
on bulges, or when the market is 
strong. By the public I mean all 
those who deal in stocks for profit, with the 
exception of the man who is reading this. 

Why they do it I will explain later, but 
first let me prove what is generally regarded 
as a fundamental weakness of the outsider, 
then turn it inside out to get the insider’s 
point of view. 

An author who styles himself “Don 
Guyon” has written a book,* “One Way 
Pockets,” in which he analyzes the accounts 
of half a dozen of the most active traders 
dealing with his firm. The period selected 
was July 1, 1915, to February 29, 1916, 
and the trades examined were in five of the 
most active stocks, which advanced in that 
period from 27 to 118 points each; viz., 
U. S. Steel, Crucible, Baldwin, Westing- 
house and Studebaker. 

These six accounts were combined as 
though all the trades in Steel and the other 
stocks were made by one man. Then the 
buying and selling prices were averaged to 
see the price at which the composite trades 
were made. The net result in tabulated 
form was as follows: 

COMPOSITE RESULTS SHOWN IN SIX 


ACTIVE TRADING ACCOUNTS, JULY, 
1915, TO FEBRUARY, 1916, INCLUSIVE 





Gross Average Loss 
Points’) ——Price—— Excl. 
Advanced Bought Sold Coms. 
U. S. Steel.... 31% 814% 8056 % 
Crucible ..... 80% 8556 79% 558 
Baldwin ..... 90% 111% 104 T% 
Studebaker ..118% 13856 135% 3% 
Westinghouse. 274% 625% 61% 1% 


The graphs herewith show more clearly 
how this great money making period re- 
sulted unprofitably, owing to wrong trading 
methods. 2 

Two months before this tabulation was 


~ *For sale by THe Macazine or Watt Street. 
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completed, the accounts showed commit- 
ments larger than at any preceding stage of 
the movement, proving that the greatest 
load had been acquired near the top instead 
of near the bottom. These traders had all 
been bullish and for the most part had ope- 
rated on the long side, but in the end they 
lost money. 

Each point advance in any of these stocks 
represented an opportunity to make $100 
gross on one hundred shares. The total 
advance in the five stocks aggregated 34834 
points, or $34,875. Had these traders suc- 
ceeded in making 1% of the total rise their 
combined profit would have been 3% points, 
but they could not even do that: they lost 
18% points or over 5% of the total rise. 
In each case they sold at a lower price than 
they bought, proving that on the average 
they bought on bulges and sold on dips. 

The author of the book offers further 
proof of this public failing in a separate 
compilation of the number of shares bought 
and sold on various rises and declines as 
shown by the average price of twenty-five 
stocks. This we also present in graphic 
form. 

Graph B needs a little explanation. It 
covers the period from March 1, 1916, to 
March 1, 1917. The columns on the graph 
represent selected periods during which 
there was a marked preponderance of buy- 
ing or selling. The price range of an aver- 
age of 25 industrial stocks for each of these 
periods is shown by the white space in the 
middle of each column. The black part of 
the column, above the white space, shows 
purchases of stocks during the period, while 
the shaded part, below the white space, 
shows sales. 

The most striking feature is the great 
volume bought while the averages were in 
the ranges of 111-117 and 111-113. These 
two periods alone indicate that 437,000 
shares were bought and 222,000 sold, 
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shown in 6ix active accounts. 












































































showing how these six traders loaded up at 
the top. 

Omitting the first range of 100-103 be- 
cause it represents the starting point, we 
find a predominance of purchases on the 
bulges: 

Bought on advancing prices.... 847,000 shares 
Sold on advancing prices...... 591,000 “ 
Excess of purchases........ 256,000 shares 
On the other hand, when declines 
occurred, sales predominated: 


Bought on declining prices. .... 365,000 shares 
Sold on declining prices....... 436,000 “ 
Excess of sales............+. 71,000 shares 


Combine the figures and graphs pre- 
sented and we see at once some of the rea- 
sons why the public loses money in trading. 
The public here represented did not buy 
Steel below 60 and hold it till it nearly 
touched 90. Theoretically, they waited till 
it was up 23 points from the low, then 
bought. Finally they sold out at a frac- 
tional loss. 

What is worse, they bought more than two 
shares at the high prices for every share at 
low prices, so that a decline of 10 points 
wiped out any profit that might have been 
made on a previous 20-point rise. 

This is exactly what large operators want 
the public to do, for if outsiders did not 
buy heavily on the bulges, the large opera- 
tors would not have sufficient market for 
all they want to sell. 

To make money the public must learn to 
trade the same way as the large operators. 

Of course, if everybody could do this, the 
big fellows would not make any money, 
and would have to worry along with what 
they have. But there is a new public com- 
ing into the market every month in the year, 
eager, ignorant, and reckless. 

This weakness of the public: this tend- 
ency to buy when the market is strong and 
sell when it is weak has its roots in human 
hope and fear. Hope of a profit actuates 
the purchase, and hope expands cumula- 
tively as long as the stock rises. When 
the price reacts fear begins to creep in, but 
a new high revives hope and the imagina- 
tion again soars. 

In a declining market hope that the stock 
will recover keeps the trader on the long 
side, until fear that he will lose his profit 
or his margin impels him to sell. 
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As all manipulation has two primary ob- 
jects: (1) to make the public buy or (2) 
sell, the large operator works on these hopes 
and fears, with the result that the public 
buys when he wants to sell and sells when 
he wants to buy. 


To find the short cut out of the lamb 
class, eliminate hope and fear. 

Make an intelligent forecast and then buy 
or sell because your judgment tells you it 
is the thing to do, regardless of any hope 
of profit or fear of loss. And remember 








Price 
scale 


140 


130 


120 


110 


100 


90 


80 


Comparative volume of stocks bought on 
advances and sold on declines. 


O Range. 
for volume of 
shares is 20000 shares 
to each space. 
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A cross section of a 20 point manipulated 
rise would show that the public pays little 
attention to the first 10 points; becomes in- 
terested in the next 5 points and buys on 
the top 5 points. This is because outsiders 
are finally unable to resist the suggestion 
that rising prices indicate still higher levels. 


that every bulge, great or small, carries 
with it the germ of reaction of a third to a 
half. It is the better part of valor to be 
discreet and wait for that reaction. 
In a word: “Well bought is half sold.” 
(The next installment will treat of 
“Over-trading.” ) 








TAKING A CHANCE 


Some men quail at little hills, others — 


at a mountain, he determined to move it. 


at mountains. D. C. Jackling not only laughed 
is aim was to cart away a huge chunk of Nature 


1,400 feet high and dig it into a pit. And in the face of innumerable warnings from veteran 
mining engineers, the youthful Jackling tackled West Mountain, thirty miles from Salt Lake 
City, in Bingham Canyon. The rest is history. From 1903 to 1917 about 54,000,000 tons of ore 
and 39,700,000 cubic yards of waste capping were removed, yet there still remains about 370,- 
000,000 tons of ore, or twenty-six years’ supply. In the beginning Mr. Jackling suggested to 


friends that they purchase shares in the 


new Utah Copper Company at 25 cents a share. 
—_ investment is now paying dividends at the rate of $14 a dean connaline ae Street 























Railroad and Industrial Digest 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded as 
RECOMMENDATIONS, to purchase or sell. 











Note—The Railroad and Industrial Digest, Notes on Public Utilities, Oil Notes and Mining 


Digest, contain condensations of the latest news regarding the companies mentioned. 


The items 


are not to be considered official unless so stated. Neither THE MAGAZINE OF WALL STREET 
nor the authorities for the various items guarantee them, but they are selected with the utmost 
care, and only from sources which we have every reason to believe are accurate and trustworthy. 
Investment commitments should not be made without further corroboration.—Editor. 





RAILROADS 





BALTIMORE & OHIO—The Fiscal 
Year and Three-Year Average—According 
to the recent statement of Pres. Daniel Wil- 
lard the company fell short of earning the 
5% dividend on the common in the fiscal 
year ended Dec. 31, 1917, by an amount 
equal to about 144% on the common stock. 
It takes $2,354,000 to pay 4% on the pfd. and 
$7,597,000 for 5% on the common, which 
made a deficit for the year of about $2,255,- 
000, as against a surplus in the previous 
year of $2,611,507, or total earnings of 6.7% 
on the common in 1916. It was also stated 
by Pres. Willard that in the three years 
ended June 30, 1917—the period adopted as 
a basis for Government guarantee—the road 
had earned a balance over dividends of 
above $2,000,000 per annum. Unofficially 
estimated earnings for the 12 months ended 
June 30, 1917, were $33,100,000 net operating 
revenue. In the year ended June 30, 1916, 
with net revenue somewhat less, there was 
earned $3,664,463 beyond dividends and in 
1915, $771,474. This would account for 
easily more than $2,000,000 average surplus 
for that three-year period. B. & O. has $7,- 
500,000 notes maturing in July, 1918, but 
the $8,000,000 which the road has borrowed 
recently is likely to go into new construc- 
tion and equipment. Passage of the pend- 
ing railroad control bill will offer the road 
the practical assurance that the Govern- 
ment will purchase securities for the refund- 
ing not only of the old notes, but of the 
six months’ loan. 


CENTRAL OF NEW JERSEY—$120,- 
000 for Employees—A wage victory that 
carries with it $120,000 of back payments for 
1,600 employees in the shops and repaid de- 
partments of the company, in the region be- 
tween Scranton and Easton, has been an- 
nounced by Ethelbert Stewart, mediator of 
the U. S. Department of Labor. 


CHIC., MIL. & ST. PAUL—Dividend 
Action Depends on Government—Pres. H. 
E. Byram in commenting on the action of 
directors in deferring dividend action, said 
it did not mean that the dividends had been 
passed, but he would not say whether or 
not the dividend question would be taken 
up at a later meeting of the directors, when 
a more definite knowledge of the terms 
under which the Government will take over 
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the roads will be possible. He intimated, 
however, that if the pfin for Government 
control goes through St. Paul will receive 
enough to meet its dividends requirements. 
Earnings during 1917, Mr. Byram thought, 
were just about sufficient to pay the regular 
preferred dividend. Questioned on his at- 
titude toward the Government program, Mr. 
Byram said: “It is not as good as we could 
have wished, but it is probably as good as 
we can get. We shall abide by whatever 
the Government decides.” 


DEL. LACKAWANNA & WEST.—1917 
Dividends — Secretary-Treasurer Chambers 
states: “The net corporate income for 
the years 1916 and 1917 was _ sufficient 
to pay all dividends which were de- 
clared by the company during those years. 
The dividend paid Jan. 20, 1917, was declared 
in December, 1916. While it is impossible 
to say when the cash was earned which was 
paid out in dividends in 1917—whether partly 
in 1917, wholly in 1916, or partly in the pre- 
ceding years—it is thought that under the facts 
stated a stockholder could not be subjected to 
criticism were he to assign dividends to the 
yates) of the year in which they were de- 
clared.” 


DENVER & RIO GRANDE—Receivers 
Sworn in—Edward L. Brown and Alexan- 
der R. Baldwin have been sworn in as joint 
receivers. The bond was fixed at $50,000 
each, furnished by the National Surety Co. 
of New York. The court announced that it 
would approve, subject to final approval of 
Director General McAdoo, the Equitable’s 
offer to buy at 95% of appraised value, $2,- 
000,000 worth of free assets of the railroad, 
the receivers to be given an option to buy 
them back again at the same figure any 
time within one year. These free assets 
consist mainly of Liberty bonds and Utah Fuel 
Co. bonds. The Equitable’s proposition to 
loan the road $2,000,000 outright was re- 
jected by Judge Sanborn, who stated such 
action would tend to impair the credit of 
the receivers. 


KANSAS CITY SOUTHERN—Net 1917 
Shows Increase—Company is one of the 
few important companies which has in- 
creased its net operating income for 1917 
over that of 1916. Net after taxes for 
twelve months ended Dec. 31, 1917, amounted 
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to $4,495,294, an increase of $569,246 over 1916. 

Notwithstanding this showing, Kansas City 
Southern refunding and improvement 5% 
bonds due April 1, 1950, are selling around 
the lowest price in their history, 74, to yield 
about 74%. 

There are $18,000,000 of these bonds out- 
standing. They were first brought out in 1909 
at 100, and in 1911 $5,000,000 were offered 
at 101. 

These bonds are secured by second mort- 
gage on practically the entire property of the 
company subject to a prior lien of $35,000,000 
first 3s, 1950. They are legal for investment 
by life insurance companies under the laws of 
the State of New York and are extensively 
owned by those companies and other investing 
corporations. 


N. Y.. NEW HAVEN & HARTFORD— 
$1,000,000 of Notes Bought In—On Jan. 28, 
since company issued its $45,000,000 notes 
in the Spring of 1917 it has bought in about 
$1,000,000 par of them, so that the amount 
to be taken care of April 15, 1918, is $44,- 
000,000. Purchases were made almost en- 
tirely out of earnings, aided only to a slight 
extent by the proceeds of sales of certain 
small parcels of real estate. 


N. Y., ONTARIO & WESTERN—Earn- 
ings, 1917, 1.68%—Final results for the 12 
months ended Dec. 31, 1917, although not as 
favorable as the 9-month statement prom- 
ised, are an improvement Over the previous 
12 months. Earnings at the rate of 1.68% 
for the common were shown, compared 
with 1.44% in 1916. 


NORFOLK & WESTERN—14.97% on 
Common, 1917—December for this com- 
pany was a poor one, the net result being 
shrinkage of net profits on 1917 showing by 
$275,000 more than the eleven-month statement 
indicated. However, the year’s showing is the 
best in the company’s history, with the single 
exception of the abnormally prosperous year 
1916. Fixed charges were earned 5.74 times, 
the preferred stock dividend was earned 20.5 
times, and there was earned on the common 
stock 14.97%, or more than twice the 7% 
dividend. Final figures of the monthly reports 
gave $18,946,137 as the amount earned over 
fixed charges by the Norfolk & Western, for 
the fiscal year ended Dec. 31, 1917, which, 
after deduction of $920,000 for preferred 
dividends, means a balance equal to 14.97% 
on $120,445,000 common stock. 

The operating ratio for 1917 was 62.45%, 
against 56.36% in 1916; transportation to gross 
receipts was 31.57% in 1917 and 24.86% in 
1916. The December results showed a greater 
disparity. 

Gross revenue was $65,910,242, a gain of 
$6,460,260 or 11% over 1916. Freight business 
increased $5,266,849, or 10%, and passenger 
traffic helped by troop movement to camps, 
etc., increased $1,164,431, or 16%. 


The road has not allowed its equipment to 
go down, apparently, as the 1917 expenditures 
for this account were $12,051,912, which was 
$1,709,411, or 17% more than in 1916. 

On its railway operations the road went only 
$1,192,510 behind 1916 in the matter of net 
profits, but $2,615,000 more for war and excess 
profits taxes produced a decrease of $3,807,510 
in balance of net earnings. 


PENNSYLVANIA—Embargo Closes 
Eastern Lines—On receipt of an official 
order from Secretary McAdoo calling for an 
embargo of its lines east of Pittsburgh, com- 
pany announced the levying of the embargo, to 
take effect immediately. The new embargo 
covers both carload and less-than-carload 
shipments, and forbids, until further notice, 
acceptance of any freight for points on or 
reached by the Pennsylvania Railroad lines 
east of Pittsburgh and Erie, except for certain 
essentials. 


PITTSBURGH & WEST VIRGINIA— 
Status—Strength and activity in this com- 
pany’s stock reflect the good showin which 
it is making and the position in which its 
stocks stand. Dividends, 6% per annum, 
inaugurated August, are being paid on the 
preferred, of which there is $9,100,000 out- 
standing. Dividends on this call for only 
$546,000 per annum, and they do not become 
cumulative until after Jan. 1, 1921. At the 
prevailing price for the stock of around 
63%, the yield on the investment is approxi- 
mately 9.4%. Preferred dividends are being 
earned by a liberal margin. Less than a 
year previously Company emerged as a re- 
organization of the old Wabash-Pittsburgh 
Terminal. The new company began oper- 
ating early in April, 1917. Pittsburgh & 
West Virginia comprises both railroad and 
coal properties, the latter producing large 
earnings. It owns all the capital stock of 
the Pittsburgh Terminal R. R. & Coal Co., 
and the coal company in turn owns approxi- 
mately 15,000 acres of the best coal lands 
in the Pittsburgh district. It is estimated 
that full dividends on preferred of this com- 
pany are being earned from railway opera- 
tions alone, leaving earnings from the coal 
properties to accrue to the benefit of the 
common stock, of which there is $30,500,000 
outstanding. Earnings have been running 
at the annual rate of $12 to $13 per share 
on the common. There is practically no 
funded or other debt ahead of the preferred. 
The company has been in the enviable posi- 
tion of having been able to pay off out of 
earnings something over $900,000 of real 
estate mortgages and also retire a consid- 
erable amount of equipment trust certifi- 
cates. The common stock with a substantial 
equity accruing, and the preferred already 
on a dividend basis, is therefore in position 
where a return to common stockholders be- 
comes a lively possibility. 
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AM. BEET SUGAR—Extra Dividend 
Possibility—Strength which developed in 
this company’s stock was due to the rumor 
about the planned declaration of an extra 
dividend of 5% in February. 


AM. CAN—Tinplate Inventories, In- 
crease—When company offered $12,000,000 
seven to ten months’ paper, to take care of 
increased cost of tinplate, it did not make a 
great deal of impression. The increase in 
price of tinplate and the great increase in 
stocks which it is felt prudent to carry were 
the motives of this financing. In January, 
-1917, Can was carrying less than $4,000,000 of 
tinplate, in its inventories, it is now, carrying 

- between $10,000,000 and $11,000,000. The 
financing is temporary and undoubtedly will 
be liquidated when conditions are more nocenal. 


AM.. HIDE & LEATHER— 

Fourth Quarter—Company in the December 
quarter, 1917, showed more than double the 
earnings of the September quarter. Pre- 
ferred issue amounts to $13,000,000, but $12,- 

548,300 is outstanding. 

"There was earned on the amount outstand- 
ing $5.59, against $2.58 for the preceding 
three months. Earnings for the last quarter 
were at the annual rate of $22.36. Net quick 
assets after deducting bonds amount to more 
than-$74 a share on the preferred, exclusive 
of plants having a book value of $26,000,000. 

Annual dividends of 5% require $627,415, 
while $702,212 was earned in the last quarter. 
Inventories are in excellent shape. Bank 
loans are substantially reduced during the 
quarter. As 117% in back dividends is ac- 
crued on the cumulative preferred, this issue 
practically owris the property, and the com- 
mon has small equities and little value except 
for its voting power. 


AM. LOCO.—Orders for 61 Engines— 
This order for 61 engines for which the com- 
y reserved space several months previous- 
fy, but om were not closed at that time, has 


es ETE in Mexican 
Operations—Completed plans for an early 
increase in Mexican operations. It is stated 
the step would be welcome news not only to 
those interested in the company, but also to 
the Carranzistas, to whom it would afford a 
source of new revenue. Estimates have it 
. that the company earned during 1917 $25 a 
share on the common. 

AM. SUGAR—Discussion of Extra Divi- 
dend—There is little question about the 
ability of Sugar to pay a substantial extra 
on the common in cash if directors should 
deem this expedient. 

The fiscal Fras to December 31, 1917, was 
the most profitable the company ever enjoyed, 
despite the slump in operations during the 
final quarter. 


In 1916 company had a year of exceeding 
prosperity, earning 1846% on its common 
a 

Profits in 


referred dividends. 
1917 after excess taxes, which 





are likely to be fairly heavy, may reach $25 a 
share and some good authorities are inclined 
to place the total even higher. 

Whether Sugar is to pay an extra or not 
is almost entirely a question of policy. 


AM. WOOLEN—Unifilled Orders—Un- 
filled orders total between $85,000,000 and 
$90,000,000, or twice as much as in January, 
1916, when it was booking heavy advance or- 
ders. Woolen can hardly help handling a 
turnover in 1918 of from $130,000,000 to $150,- 

000, twice as much as the biggest year 
ever produced prior to the war. 

Ever since the United States entered the 
war American Woolen had practically all the 
business it could handle. Although kings 
for army and navy account have amounted to 
over $100,000,000, the demand has been so 
broad and so urgent that part of Pershing’s 
force has had to be equipped abroad. 

As inventorying has not been entirely com- 
pleted in the 50 odd American Woolen mills, 
it is impossible as yet to arrive at 1917 earn- 
ings, but it would be no surprise if final net 
were close to $10,000,000, or the equivalent to 
$36 per share on the $20,000,000 common be- 
fore war taxes. If this proves to be the case, 
American Woolen will have earned in two 
years a total of $63 for its equity stock. 


AM. WRITING PAPER CO.—Sinking 
Fund 5s.—The first mortgage sinking fund 5s 
due July 1, 1919, selling around 80 yield about 
23%. These are secured by a first mortgage 
on all the manufacturing plants, mill sites, 
water power mills and machinery. 

In 1916, after allowing for bond interest 
and sinking fund charges, $2,524,378 was car- 
ried to surplus. Net working capital as of 
December 31, 1916, amounted to $8,280,059. 

Earnings for 1917, after x: for bond 
interest, are estimated at $1,500,000. The 
physical property of this company was re- 
cently appraised at about $14,000,000. Total 
assets applicable to the bonds is placed at 
$26,000,000. Banking interests are hopeful that 
the bonds will be paid off at maturity. 


ARMOUR & CO.—Earned $21.29 a Share 
—This company’s net income of $21,293,563 
for the year ended October 27, 1917, was equal 
to $21.29 a share on $100,000,000 capital stock, 
against $20.10 a share in 1916. 

Balance sheet, as of October 27, 1917, shows 


a profit and loss - lus of $56,126,679, com- 
oe with $96,835 October 27, 1916, and 
$98,733,117, October "D. 1915. 


BETHLEHEM STEEL—Earned $44.20 
a Share, Year 1917—After dividends on the 
7% preferred balance available for the $59,- 
448,000 common stock outstanding, for the 
year ended December 31, 1917, was equal to 
$44.20 a share. Company in 1917 made rec- 
ord-breaking deductions for depreciation, that 
item amounting to nearly $18,000,000, com- 
gre with $14,350,000 in the preceding year. 

th. Steel earned $70 a share on its present 
common in 1916 and $44 in 1917, ing a 
total of $114 in the two years. 
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Chairman C. M. Schwab stated the com- 
pany had not made any report in the prelimi- 
nary statement for 1917 as to exact Federal 
taxes. He added, “and we are not going to 
publish them.” He called attention to the 
fact that during 1916 the company was en- 
gaged in work for foreign governments in 
addition to Government business and domes- 
tic orders, whereas last year it was nearly all 
Government work. He also stated that the 
company had to make liberal depreciation 
allowances for plants. He continued: “Beth- 
lehem is doing its bit and does not expect to 
make enormous profits from our Government 
while the war continues.” All the new con- 
tracts are on a cost plus basis. 

Mr. Schwab emphasized that no new 
financing is contemplated during yi8. 

He concluded: “We are not worried as to 
where Bethlehem is going to obtain the neces- 
sary funds to complete the orders on its 
books.” 

Estimated orders on hand December 31, 
— were $450,500,000, against $193,374,248 in 
191 


For 1915 unfilled orders were $175,432,000; 
for 1914, $46,513,000; for 1913, $24,865,000; 
for 1912, $29,282,000; for 1911, $15,885,000. 


EMERSON PHONOGRAPH—Forging 
Ahead—Reports sales in January the largest 
since it began business. Dealers are tak- 
ing hold at the new 35c. price for the 7-inch 
records, and are experiencing no difficulty in 
retailing to the public -at the higher figure. 
Company’s largest individual customer is 
S. S. Kresge Co. 


GENERAL CHEMICAL—Earned $42.95 
a Share—After dividends on preferred bal- 
ance available for the $15,732,600 common for 
1917 was equal to $42.95 a share, against 
$66.98 a share in the preceding year on $13,- 
110,00 common. Balance sheet, as of De- 
cember 31, 1917, shows a profit and loss sur- 
plus of $15,719,170, compared with $11,399,010 
December 31, 1916. 


GOODRICH—Net, 1917, $10,425,000—Re- 
ports net profits of $12/675,000 for 1917, be- 
fore deduction of $2,250,000 estimated allow- 
ance for income and excess profits taxes. 
After deduction of taxes, net profits were 
$10,425,000, compared with $9,900,000 in 1916, 
and $12,265,000 in 1915. Allowing for divi- 
dends on the preferred, balance available for 
common was equal to $14.29, against $12.76 
the preceding year. 


_ INTERNATIONAL NICKEL—Decline 
in i Balance sheet, as of Decem- 
ber 31, 1917, shows a profit and loss 
surplus of $2,005,102, compared with $4,933,- 
258 December 31, 1916. After dividends 
on preferred, the balance available for 
the $41,834,600 common for the nine months 
ended December 31, 1917, was equal to $3.10 
a share, against $5.94 a share in the same 
period of 1916. 


INTERNATIONAL PAPER—1917 


Earnings $6,000,000—Final figures will likely 
show that in its year to December 31, 1917, 
earned close to $6,000,000 for preferred and 


common. The $22,406,000 preferred is paying 
the full 6% cumulative dividend, which 
amounts to $1,344,360. On this basis, balance 
for the common would figure out something 
better than $25 a share. The 1916 balance 
for the common was 21.6%. This is before 
excess profits taxes. After these taxes it is 
doubtful if Paper will show more than $18 
or $20 a share for its common. 


MONTGOMERY WARD—Earned $12.60, 
1917—After dividends on the preferred 
stock the balance of net profits for the year 
ended December 31, 1917, was equal to $12.60a 
share on the 300,000 shares of common (no par 
value), against $14 a share in 1916. 


N. Y. AIR BRAKE—Earnings $50 Prob- 
able for 1918—Company likely will make an 
excellent record in 1918. It is understood 
that unfilled orders on January 1 were be- 
tween $50,000,000 and $55,000,000. 

If the company were to make only a 10% 
profit on this it would earn over $50 a share 
on its $10,000,000 stock before excess taxes. 


POND CREEK COAL—Earning $5 a 
Share—It is understood that the fiscal year 
to December 31, 1917 will show a little 
more than $5 a share for the 200,000 shares 
after interest and excess profits. 


SAVAGE ARMS—Earnings—Company’s 
balance of $807,579 for the quarter ended 
December 31, 1917, is equal to $9.14 a share 
on 88,355 shares of common stock. Earnings, 
year ended December 31, 1917, totaled $5,- 
227,749. The balance after Ist and 2d pre- 
ferred dividends was $1,433,569, or equal to 
$16.22 a share on the common. The surplus 
after common dividends was $1,035,971. 


SEARS, ROEBUCK & CO.—Earned $18.- 
08 a Share, 1917—After dividends on pre- 
ferred net profits for 1917, available for the 
$75,000,000 common stock, were equal to 
$18.08 a share, against $26.79 and $17.56 a 
share in 1916 and 1915, respectively, both on 
$60,000,000 common stock. Balance sheet, as 
of December 31, 1917, shows a profit and loss 
surplus of $14,470,504, compared with $21,- 
458,733 December 31, 1916, and $10,141,429 
December 31, 1915. 


UNITED FRUIT—Interest and Divi- 
dends Earned in 34% Months—In the three 
and one-half months of its fiscal year to the 
middle of January, the company earned the 
entire year’s interest on its bonds and a year’s 
dividends at the 8% rate on its $48,792,000 
capital stock. 

United Fruit is still able to ship bananas. to 
England and is having an average of two 
cargoes a month through its English’ stb- 
sidiary, Elders & Fyffes. 4 

Up to the middle of January net profits 
were nearly 21% ahead of the same period 
of 1916-17. 
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Montana’s Largest Public Utility 


Montana Power Co. Fast Developing the Hydro-Electric 
Resources of That State—An Operating Ratio of Less 
Than 24 Percent—One of the Few Public Utilities 
Which in 1917 Had the Largest Earnings in Its 
History 





By F. L. FONTAINE ° 





MERE review of the price fluctua- 
tions in Montana Power common 
stock over the last three years 
. might lead one to think of it as 

one of the “War Brides.” Just previous 
to the outbreak of the war this stock was 
selling between 41 and 50. In the fall of 
1916, or about the time most of the “War 
Brides” reached their high levels, this stock 
sold at its highest point, 1147g. It reacted 
with the market and in the disastrous break 
in the market in December last it sold down 
as low as 5834, a decline of almost 50 per 
cent. 

An analysis of the company proves that 
one could not be farther from the truth than 
in thinking of it in the terms of a “War 
Bride.” It is one of the most promising 
and best managed public utility enterprises 
in the country. While the securities of the 
average public utility company in the last 
four years have depreciated in value, the 
securities of this company have actually 
increased in value. This statement applies 
particularly to the common stock. While 
the present price represents a decline from 
the high point of 1914, it is still much 
higher than the average price of three years 
ago. 





Figures Are Deceptive 

As a matter of fact the actual decline in 
the total value of this stock has been much 
less than the price range would indicate. 
That is to say, the actual market value of 
the total amount of stock outstanding has 
not depreciated to the extent indicated by 
these figures. Whereas in the fall of 1916 
there was only $29,407,500 common stock 
outstanding and bearing dividends, there is 


(734) 


to-day some $35,133,500 so outstanding. 
The stock rebounded very quickly from its 
low point of 1917 and before the close of the 
year sold at 66%. 

To-day, at 72, the common stock has a 
market value of $25,295,900. This com- 
pares with a market value of $33,781,900 
at the high of 1916 and with $32,596,600 
at the high of 1917. 

Both the first and refunding 5s and the 
7 per cent preferred stock attained a sub- 
stantial investment rating several years ago. 
They both return a substantial yield to-day. 
Undoubtedly a good deal of common was 
unloaded on the public above par both in 

‘1916 and 1917. But the decline has doubt- 
less shaken out most of the weaker holders. 


A Hydro Electric Enterprise 

The properties which were originally ac- 
quired and consolidated by the Montana 
Power Co. were started and partly devel- 
oped by several of the biggest mining in- 
terests in Montana. John D. Ryan, recog- 
nized as one of the greatest copper men 
of the country, has been president of the 
company since it was organized in Decem- 
ber, 1912. 

The Montana Power Co. is one of the 
largest and most ambitious hydro-electric 
enterprises in the country. This, together 
with its able management, accounts for its 
ability to show increased earnings in a year 
like 1917. . It was originally a consolida- 
tion of five operating electric power com- 
panies. One of these, the Butte Electric 
& Power Co. had been in business since 
1901. 

In addition to these it acquired and owns 
all of the capital stock of four other com- 
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panies, two of which are great hydro-electric 
enterprises which have been rapidly de- 
veloped under this company’s management. 
The principal one, and the largest is the 
Great Falls Power Company. The size of 
this subsidiary is indicated by the follow- 
ing facts. 


An Installed Capacity of 200,000 K. W. 


At the end of 1916 the company and its 
subsidiaries operated hydro-electric plants 
with an aggregate installed capacity of 
153,530 kilowatts generating 205,000 horse- 
power, and steam plants with a capacity of 
about 6,000 k.w. and generating about 7,900 
h.p. Total installed capacity therefore 
was about 159,500 k.w. with a generating 
capacity of about 212,900 h.p. During the 
past year additions totalling 60,000 k.w. 


tana. Its territory embraces the principal 
agricultural, timber and mining sections of 
the state and all the large cities and towns. 

As the graph showing the statistical rec- 
ord indicates the company’s capacity was 
greatly increased in 1915 and 1916. The 
reason that the number of customers did not 
increase in the same proportion as the con- 
nected load was that during these two years 
the company, on the completion of several 
big hydro-electric developments, began de- 
livering current on several large contracts. 
One of these was with the Anaconda Cop- 
per Co. Another and the principal one wa 
with the St. Paul railroad. 

The electrification work on the mountain 
division of the St. Paul was completed in 
Feb., 1916, giving 437 miles of main line 
and 127 miles of sidings electrically opera- 




















MONTANA POWER (INCOME ACCOUNTS) 


*1917 1916 
Operating Revenue ..... $5,140,154 $6,219,148 
Operating Income ...... 3,750,405 4,727,525 
DO EE scvéciccicn  sidose 4,753,282 
Available for bond int... ...... 4,565,315 
ED cn ckcueaee sbdkoe 1,381,768 
ES eee 2,718,103 3,083,547 
Earned on Pref. ........ **35.0% 31.88% 
Earned on Common..... **7.88% 8.54% 





*For nine months. 
**At rate of. 





1915 1914 1913 
$4,231,223 $3,720,601 $3,532,162 
3,039,320 2,581,544 2,414,388 
3,167,505 2,639,239 2,421,424 
3,003,251 2,447,540 2,299,201 
1,334,908 1,121,915 782,332 
1,678,342 1,325,625 1,516,869 
16.42% 13.71% 15.68% 
3.73% 2.42% 3.13% 





with a generating capacity of about 78,000 
h.p., have been made. 

In other words the plants of this com- 
pany and “its subsidiaries to-day have an 
installed capacity of about 219,500 k.w. 
generating over 290,000 h.p. It owns or 
controls hydro-electric power sites still un- 
developed, but which it is estimated will 
develop 121,500 k.w. or about 162,400 h.p. 
On December 31, 1916, it had in service 
340 miles of steel tower lines of 100,000 
volts, 574 miles of 11,000 to 60,000 volts 
pole lines, 570 miles 50,000 volts to 100,- 
000 pole lines and 399 miles of 100,000 
volts pole lines or a total of 1,883 miles of 
transmission lines. These figures indicate 
how large an enterprise it is. 

The principal towns served are Ana- 
conda, Butte, Billings, Boulder, Hot 
Springs, Great Falls and Helena. The 


company, is fast developing into the most 
important industrial corporation in Mon- 





ated. The Montana Power Co. immediately 
began delivering power under its contract 
for supplying power for this division. Un- 
doubtedly in time the Great Northern and 
the Northern Pacific will electrify their 
roads through the mountains, promising an- 
other source of big revenue. As a result 
of supplying so much power at wholesale, 
the company, as the graphic shows, has 
greatly reduced its operating ratio. It in- 
creased last year because of factors over 
which the management has no control. With 
the return of more normal conditions it 
should again be reduced. 


Capitalization 


The company has an authorized capital 
of $25,000,000 7 per cent. cumulative pre- 
ferred stock and $75,000,000 common. 
There is now outstanding $35,133,500 of 
the latter and $9,671,800 of the former. 
There is also an authorized issue of $75,- 
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000,000 first and refunding 5 per cent. 
bonds, of which $17,040,000 is outstanding. 
In addition there are four issues of bonds 
of subsidiary companies, totalling $11,271,- 
000. The first and refunding 5 per cent. 
bonds are listed on the New York Stock 
Exchange and are rated as among the high- 
est grade public utility bonds. They are 
secured by a first lien on the company’s 
entire property as well as by deposit of 
$20,308,000 in securities of subsidiary com- 
panies. They now yield about 6 per cent. 








MONTANA POWER CO. 


1913 1914 1916 i916 1617 1916 














The preferred stock has paid its regular 
dividend since organization. This stock, as 
well as the common, is also listed on the 
New York Stock Exchange. As the price 
range indicates practically since organiza- 
tion it has stood high about public utility 
preferred stocks. It has always earned its 
dividend by a substantial margin, particu- 
larly in the last two years. In 1916 net 
income was equivalent to 31.88 per cent. 
On the basis of the earnings for the first 


nine months the company earned better than 
35 per cent. on this issue. 


More Stock to Come 

The common stock began paying divi- 
dends in 1913 when it paid 2 per cent. It 
paid 2 per cent. in 1914 also, 2% per cent. 
in 1915, and 3% per cent. in 1916. On 
July 2, 1917, a quarterly dividend of 1%4 
per cent. was paid, which placed this issue 
on a 5 per cent. dividend basis. It there- 
fore yields about 7 per cent. at the present 
price. Under a specified arrangement 145,- 
000 shares or $14,500,000 common stock 
not now receiving dividends will from time 
to time begin to receive dividends as follows: 
May 1, 1918, 25,000 shares, and 30,000 
shares each on June 2, 1918, June 2, 1919, 
June 2, 1920, and June 2, 1921. 

This means, of course, that in four years 
the supply of stock receiving dividends will 
increase over 40 per cent. It increased 
$5,500,000 or almost 19 per cent. last year. 
Yet the earnings of last year as indicated 
by the first nine months’ statement increased 
sufficiently to almost make up for this in- 
crease in stock. There is little question 
that as the stock becomes subject to divi- 
dends the increase in earnings will be suf- 
ficient to take care of the increased divi- 
dend requirements. 

Thus in 1916 there went into operation 
an increased generating capacity of 30,000 
k.w. The increase of 60,000 k.w. last year 
should increase the revenues more than 
enough to take care of the increased divi- 
dend requirements. The analysis of earn- 
ings indicates the splendid progress made 
by this company. They need little com- 
ment. It is interesting to note, however, 
that of the increase of $1,688,200 in oper- 
ating income in 1916, the Great Falls Power 
Co. supplied $1,071,200. This is the most 
important of the subsidiary companies and 
in future years promises to continue a 
most important revenue producer for the 
company. 

The property is under the management 
of the Electric Bond & Share Co., which 
means that it has one of the best manage- 
ments in the country. Its securities under 


present conditions yielding substantial re- 
turns as they do, appear on the bargain 
counter. They may be considered as peace 
stocks, yet they show an earning power even 
in war time that warrants their considera- 
tion. 
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Long Range View of Oil Situation 


What Peace May Accomplish——Exports and Prices— Declin- 
ing Stocks—The Future 





By J. W. SMALLWOOD 





T HE oil industry of the United 
we States has prospered since the be- 
ginning of the war in Europe and 
while it seems to be the consen- 
sus of opinion among authorities in the 
oil trade that peace should result in a 
further development of the industry there 
are probably many investors who are doubt- 
ful as to the prospects for continued pros- 
perity on the part of the oil companies 
with the return of peace. 

A clearer understanding of the peace 
prospects of the oil industry can be ob- 
tained by first analyzing the factors which 
have affected the industry in recent years 
prior to and since the beginning of the war 
in Europe. 


The Export Situation 


The export situation naturally assumes 
a leading place in any consideration of 
present conditions. Exports of petroleum 
have shown a considerable growth since 
the beginning of the war and reached a 
new high record in the year 1917. Gov- 
ernment figures show that exports of all 
petroleum products for the year ended 
December 31, 1917, amounted to 2,645,- 
362,368 gallons, compared with 2,607,491,- 
209 gallons in 1916 an increase of only 
1.5%. Our petroleum exports for the year 
ended June 30, 1914, the fiscal year im- 
mediately preceding the war, amounted to 
2,281,611,065 gallons, and the figures 
for the corresponding period of the 1917 
fiscal year—2,749,438,434 gallons—show a 
growth of about 20% over the pre-war 
figures. 

But this expansion of exports since the 
war does not indicate that the war has ben- 
efited the oil trade, as exports had been 
showing a healthy year-to-year growth pre- 
vious to the war. While at the end of three 
years of war our total oil shipments show 
an increase of 20%, a review of the three 
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years preceding the war shows that 1914 
exports were 41% larger than those of 
1911. From these figures it is apparent that 
our oil exports during the war period have 
not increased to as large an extent as would 
have been the case in peace times. The 
value of exports since the beginning of the 
war have shown more than a normal in- 
crease but the increase in values also re- 
flects such items as increased cost of cases 
and barrels. 

A more careful study of export statistics 
shows that the character of our foreign ship- 
ments has been considerably changed dur- 
ing the war period. For the fiscal year 
ended June 30, 1917, illuminating oil ship- 
ments amounted to 835,114,403 gallons, 
compared with 1,157,283,310 gallons in the 
year ended June 30, 1914. During the 
period since the outbreak of the war there 
has been a falling off in kerosene shipments 
of 422,168,907 gallons or almost 40%. 








TABLE A—PETROLEUM EXPORTS 


War Period 

Year 

Ended Quantity Incr. Incr. 
Dec.31 (Gals.) % Value % 
1915 2,329,575,617 4.0 142,972,322 2.2 
1916 2,607,491,209 11.9 201,732,563 41.0 
1917 2,645,362,368 1.5  $253,027,075 25.4 
Year 

Ended 

June 30 Pre-War Period 

1912 1,792,665,038 10.9 112,472,100 - 14.6 
1913 1,989,772,713 10.9 137,237,762 22.0 
1914 2,281,611,065 14.6  $152,174,056 10.9 








In the 1917 period gasoline exports 
totaled 425,703,130 gallons, compared with 
192,452 267 gallons in 1914, an increase 
of 120%. It is evident that the foreign 
demand for gasoline has shown more than 
a normal development since the beginning 
of the war, but on the other hand illu- 
minating oil shipments which have always 
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been considered the backbone of the export 
trade have shown a substantial decline. 
This falling off in illuminating oil ex- 
ports has been principally due to the fact 
that in peace times Belgium, Holland and 
Germany furnish one of the biggest mar- 
kets for American illuminating oil. In the 
year ended June 30, 1914, the Netherlands 
took 176,810,812 gallons of kerosene, Bel- 
gium received 56,404,169 gallons and 79,- 
471,322 gallons were consigned to Ger- 
many. For the 1917 fiscal year we shipped 
45,671,563 gallons of kerosene to the 
Netherlands, while no shipments were 
made to Belgium or Germany. The scarc- 
ity of marine transportation facilities and 
the high ocean freight rates have also 
affected kerosene shipments and have seri- 
ously interfered with exports of this prod- 
uct to our big markets in the Far East. 
While the oil companies have generally 
shown large earnings since 1915, for a 
considerable time after the outbreak of the 
war they were seriously concerned over 
their increasing supplies of kerosene. This 
product piled up in tremendous quantities, 
with the partial cessation of foreign ship- 
ments, and at one time it could be purchased 
from the mid-continent refiners at less than 
two cents a gallon. By using the latest 











TABLE B—COMPARISON OF FOREIGN 
AND DOMESTIC CONSUMPTION 
OF PETROLEUM. 
January 1 to September 30, 1917. 


Total 

Refinery Output Exports 

(Gallons) (Gallons) 

Crude Oil Run.. 9,420,428,598 1,893,162,575 
Gasoline ........ 1,962,205,420 291,681,108 
Kerosene ....... 1,226,118,966 486,962,230 
Lubricating ..... 533,700,128 199,983,904 
Gas & Fuel Oil 4,548,676,207 795,196,719 





improved methods of refining the larger 
companies have been able to considerably 
increase their gasoline output without a 


corresponding increase in the extraction of - 


kerosene and recently many refineries have 
also been able to reduce their kerosene sur- 
plus owing to the great demand for that 
product caused by the fuel shortage. 
Production 

We have given conditions in the export 
trade first consideration because there is a 
more or less widespread impression that the 
oil industry has enjoyed a wonderful growth 





in foreign trade since the beginning of the 
war and that the present prosperity is largely 
a result of our enormous shipments to fulfill 
the Allies’ war needs. The complexion of 
our export trade has shown a big change in 
the last three years and our shipments of 
petroleum products, especially gasoline, to 
the Allies is limited only by the shipping 
facilities available. But after all, less than 
25 per cent of the output of our refineries 
goes abroad and more than 75 per cent of 
the product of our oil wells is consumed at 
home, even in war times. 

On Sept. 30, 1917, there were 234 refin- 
eries in active operation in the United States 
with a total crude oil consuming capacity 
of 1,085,455 barrels daily, and this num- 
ber has been considerably increased since 
that time. What has made necessary the 
enormous growth in refining facilities in 
this country in recent years? Principally 
the domestic demand for gasoline. The 
increase in the production of gasoline in 
the United States since the beginning of 
the present century, together with the ex- 
ports and apparent domestic consumption 
from 1899 to date have been as follows: 


Year Production Exports Difference 
1899.... 6,680,000 Bbls. 297,000 6,383,000 
1904.... 6,920,000 “ 594,000 6,326,000 
1909.... 12,900,000 “ 1,640,000 11,260,000 
1914.... 34,915,000 “ 5,000,000 29,915,000 
1915.... 41,600,000 “ 6,500,000 35,100,000 
1916.... 48,910,000 “ 8,500,000 40,410,000 


The tremendous increase in consumption 
of gasoline in this country has, of course, 
been due to the remarkable development of 
the internal combustion engine. It is hardly 
necessary to point out here that in 1899 
there were 10,000 automobiles in use in 
the United States, and that in 1913 there 
were over a million cars in operation. By 
1917 the number of automobiles registered 
had grown to 3,500,000 and at the begin- 
ning of 1918 the number had crossed the 
4,000,000 mark. It is the motor fuel de- 
mand built up by the almost universal use 
of automobiles in this country on which the 
oil trade has come to be chiefly dependent. 
Should the war continue for a long period 
it is conceivable that war-time economies 
might result in a considerable curtailment 
in operation of motor cars for pleasure pur- 
poses and despite our enormous military re- 
quirements such a condition might possibly 
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result in a net decline in the demand for 
gasoline—that is the demand that could be 
easily supplied. On the other hand should 
peace come in the near future there is every 
indication that the use of automobiles in this 
country would continue to expand and that 
the domestic consumption of gasoline, which 
has come to be regarded as the backbone of 
the oil industry, as a whole would not be 
adversely affected. 
Prices 

While considering the sensational growth 
in the demand for motor fuel during the 
last few years it is also quite pertinent to 
point out the effect which this demand has 
had upon the price of the product. The 
wholesale price range for gasoline in New 
York for the past five years has been as 
follows : 


GASOLINE PRICES 


1917 1916 1915 1914 1913 
High..... 24c. 24c. 2lc. l6c. 7c. 
GO sees 2lc. 2l1c. 12c. 12e. l6c. 


Gasoline prices at the present time are 
holding at their high record level, but it is 
apparent that prices have shown no abnor- 
mal increase since the beginning of the war. 
It is remarkable that the oil industry has 
been able to keep the price for motor fuel 
within such narrow limits in recent years 
and but for improved refining facilities 
making possible a higher yield of gasoline 
from crude oil, it would have been absolutely 
impossible to keep the price of gasoline any- 
where near its present level and at the 
same time fill the ever-expanding appetite 
for motor fuel. More remarkable is the 
record of the petroleum industry in supply- 
ing the nation’s gasoline requirements at 
moderate prices when the advance in the 
cost of the raw material is considered. The 
price range for the two principal grades of 
crude oil from 1914 to date has been as 
follows : 


PENNSYLVANIA 
1917 1916 1915 1914 
High ...... $3.75 $285 $2.25 $2.50 
” Are 2.95 2.25 1.35 1.45 
Average ... 3.259 2.505 1.59% 1.89 
MID-CONTINENT 
1917 1916 1915 1914 
High ...... $2.00 $1.55 $1.20 $1.05 
WD wesese 1.40 90 40 55 
Average .. 1808 1.26 56% -1T™% 


The price of crude oil has risen rapidly 


especially during the last year owing to the 
tendency of the older oil fields to decline in 
output and failure to find new pools to fully 
meet the growing demands upon the oil 
industry. But while the advance in crude 
prices in 1917 has been abnormal the price 
of the commodity is far from being top- 
heavy and seems likely to remain firm until 
some new important source of supply is 
discovered. 

It is doubtful if we will ever again see 
real low prices for crude oil owing to the 
ever-broadening demand for petroleum 
products. A good instance of the present 
solid foundation of the industry has been 
furnished within. the last few months. The 
railroad congestion has had a serious effect 
upon deliveries of petroleum. Under nor- 
mal railroad conditions deliveries by tank 
cars are about 18,000,000 barrels monthly, 
while in December deliveries amounted to 
only 12,400,000 barrels, a decrease of 36 per 
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cent and in the first half of January deliv- 
eries decreased 45 per cent. Such a serious 
interruption to normal operations in ordi- 
nary times would almost surely have been 
reflected in a reduction in both crude and 
refined prices, but the present temporarily 
unsettled condition has had absolutely no 
effert pon nrices. 


The Future 


The production situation must be seri- 
ously considered in any attempt to forecast 
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the future. There have been times when an 
excess of production coupled with a slight 
falling off in consumption has resulted in 
a period of temporary depression. It is im- 
possible to say definitely when a new 
pool may be developed, but the likely 
sources of oil supply in this country have 
been pretty well tested, especially during the 
last few years with the incentive of record 
high prices for crude. Production has in- 
creased somewhat but it has been unable to 
keep pace with the demand and during the 
last two years the reserve supply of crude 
oil has been seriously reduced. In 1916 
crude oil production amounted to 300,767,- 


158 barrels and consumption 312,438,599 . 


barrels. In 1917, production amounted to 
341,800,000 and consumption was approxi- 
mately 362,000,000 barrels. Crude o'! 
stocks in the last two years have been drawn 
on to the extent of 33,000,000 barrels and 
by the close of 1917 the country’s reserve 
supply had been reduced close to the 150,- 
000,000 barrel mark. There is every rea- 
son to believe that the oil industry wil’ never 
again be in a position to fulfill the enor- 
mous demands which have been created in 
recent years without constantly developing 
the country’s petroleum resources on the 
largest scale possible. 

To sum up the prospects of the oil indus- 
try in the event of an early ending of the 
war, it seems reasonable to predict a tem- 
porary falling off in gasoline exports as 
there would not be the same urgent need for 
this product with the cessation of war opera- 
tions. This decline in exports would prob- 
ably be much more than offset by increased 
domestic demands. 

The indications are that peace will re- 
sult in a big increase in shipments of illum- 
inating oil to Europe and other foreign 
countries, especially the Far East. Exports 
of kerosene would only be limited by the 
shipping facilities obtainable. 

Following the conclusion of hostilities a 
large number of tankers now used in bunk- 
ering the Allied fleets will again be released 
and this, together with the vessels now under 
construction will make it possible to carry 
on a larger foreign oil trade than ever be- 
fore. 

There will undoubtedly be a great expan- 
sion in the use of fuel oi] for marine trans- 








portation but this will principally affect the 
Mexican fields. 

Finally, it will probably be found that 
the development of the internal combustion 
engine for war purposes will result in an 
even broader use of mechanical transporta- 
tion with the return of peace. There should 
be an especially large development of the 
farm tractor and motor truck. 


Outlook for Stocks 


The oil securities have declined since our 
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entrance into the war. During the past year 
most of the oil stocks have been unin- 
fluenced by increasing earnings and bullish 
features within the industry and the market 
has been governed by conditions outside of 
the oil trade. With the return of peace the 
bugaboo of government regulation and price 
fixing would be removed, and at the same 
time stockholders could probably look for- 
ward to a reduction in taxes and the removal 
of other uncertainties which have caused ap- 
prehension among investors. Under such 
conditions it is probable that the value of oil 
securities would be influenced more by the 
factors within the industry and affecting the 
individual companies. 




















Oil Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





ANGLO-PERSIAN—Capital Increased— 
Has increased its capital from $29,199,000 to 
$34,065,500 and closed a contract for over 
12,000,000 tons of fuel oil. The Indian Gov- 
ernment, it is stated has decided to use oil 
instead of coal on its railroads in the western 
section. The company also will more than 
double its production of gasolene. 


BARNETT — Earnings — Report, six 
months ended November 30, 1917, shows gross 
profits of $384,558, net profit of $346,548, and 
net income for the period of $237,947. Un- 
officially, the company is reported to be earn- 
ing around 50% on its outstanding capitaliza- 
tion. 


CENTRAL CAL. GAS—Assessment of. 


$5 a Share—Directors have announced an 
assessment of $5 a share on the pfd. and com- 
mon stock, payable immediately and becom- 
ing delinquent Feb. 25. The date of sale for 
stock on which the assessment is paid is set 
for March 20. 


FEDERAL—New Contract With Ohio 
Oil—Has negotiated a new contract with 
Ohio Oil whereby the latter will pay from 
$2.30 to $2.55 a barrel for oil received. Daily 
output of Federal Oil Co. is estimated at 1,000 
barrels. There are about 80 wells producing. 


EUREKA PIPE “4 Ee $22.23 
a share—Report, Year Ended Dec. 31, 1917, 
shows-net profits of $1,111,883, against $1,322,- 
069 for the preceding year. Net profit for 
1917 was equal to $22.23 a share on $5,000,000 
capital stock outstariding, against $26.44 a 
share in 1916 and $19.84 a share in 1915. 

Balance sheet-shows profit and loss surplus 
ig compared with $4,553,887 December 
31, 1916. 


GALENA-SIGNAL — Capital Increase— 
Plans to increase its common stock from $12,- 
000,000 to $30,000,000 for the purpose of ac- 
quiring. additional properties in Texas and 
shipping facilities. 

LIBERTY OIL—Capital Increased— 
Filed notice at Olympia, Wash., of an increase 
in capital stock from $1,000,000 to $1,500,000. 

MEXICAN EAGLE OIL—Prosperous 
Year—Income account, year ended June 30, 
1917, compares as follows, all figures being 
stated in Mexican gold pesos: 





1917 1916 
Trading profits........ $20,521,648 $18,082,411 
Dept. and Int.......... 7,803,883 7,813,765 
Total income........ $12,948,398 $10,268,646 
a 2,072,420 1,463,432 
Dividends ............ 5,000,000 4.000.000 
| OF eee $5,875,978 $4,805,214 
Total surplus........ $11,503,419 +$9,627,441 


TOF this amount $4,000,000 was appropriated 
for final dividends of 16% on the preference 


and ordinary capital stock, making a total of 
32% for the year, and thereby reducing total 
surplus to $5,627,441. 

OKLAHOMA P. & R.—Earnings State- 
ment 32% on $10,000,000—Company and 
subsidiaries’ earnings in 1917 were equal to 75 
cents a share on the $9,570,440 capital stock of 
$5 par value. Net profits amounted to $1,439,- 
428, with a surplus of $406,100. Gross earn- 
ings were $3,246,491. The company earmarked 
$319,025 for war taxes. 


MEXICAN PETROLEUM—Wrecked 
Boat Not Total Loss—Company’s tank 
steamer, the “George E. Paddleford,” which 
was wrecked on the breakwater at the mouth 
of the Panuco River in Mexico, is not a total 
loss, the company expecting to repair the boat 
and eventually put it back into the service 
again. 

PENN GASOLINE CO.—Pipe Lines and 

lants— About 80 miles of trunk and 
gathering lines have been laid thus far, and 
about 25 miles more will be installed as soon 
as weather conditions permit. 

Three fully equipped gasoline plants are now 
in operation, one at Bradford, Pa., one at Guf- 
fey, Pa., and one at Bolivar, N. Y., having a 
combined capacity of 3,600,000 gallons of com- 
mercial gasoline per annum. 


PURE OIL—Earnings—Earnings state- 
ment, Six Months Ended Nov. 30, 1917, shows: 
Gross, $5,704,688; net, $919,022; surplus after 
depreciation, $773,328 ; total surplus, $6,768,419 ; 
final surplus after dividends, $6,041,268. Bal- 
ance sheet as of Nov. 30, 1917, shows cash 
amounting to $948,827, and total assets and 
liabilities of $11,627,486. 


SINCLAIR OIL—800-Mile Pipe Line— 
Company’s 800-mile pipe line from Cushing, 
Okla., to East Chicago, IIl., should be in work- 
ing order early in February, 1918. The re- 
finery in course of construction at the latter 
place also will start operations at the same 
time. The company will be two years old in 
June, 1918. Its growth has been rapid, but it 
was an uphill fight all the way. Sinclair’s ex- 
pansion was put through in a period which 
witnessed the highest material and construc- 
tion prices in history, and the work was 
carried on under the most adverse circum- 
stances. Sinclair has nine refiners 1,300 miles 
of trunk and gathering lines, and about 3,000 
tank cars. 


SINCLAIR GULF—Improved Earnings 
—Balance sheet, as of Nov. 30, 1917, shows 
a profit and loss surplus of $3,463,439, com- 
pared with $667,754 May 1, 1917. 


STANDARD O. OF CAL.—Land Re- 
ported Optioned for New Operations— 
Company is renorted to have optioned land in 
the vicinity of Suisun in the vicinity of Fair- 
field, Solano County, Cal., with the evident 
purpose of drilling gas wells and possibly oil. 
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Low Priced Mining Stocks of Merit 


Review of Howe Sound—Copper and Silver Mining—How 
to Invest in Mining Stocks 





By VICTOR DE VILLIERS 





E first dividend paid by a min- 
ing company marks the begin- 
wae 6«oning of the end. Each is a 
' milestone on the road to Mine 
Exhaustion: to the Mausoleum marked 
“Finis.” The same is true of any indus- 
try which takes the gift of nature, trans- 
mutes it into currency, and merely distri- 
butes the result. Something is taken from 
nature; nothing is given back. The 
pound of copper, coal or gold, the carat of 
diamond, the barrel of oil, taken from the 
ground makes the property that much 
poorer. Consequently, the shareholders’ 
equity is being reduced in proportion to the 
output, each day, each hour. 

A mining or oil producing company is a 
liquidating and distributing proposition. 
It is a one-sided partnership with Dame 
Nature who supplies the goods, and the 
company which distributes them: giving 
nothing in return. By the law of compen- 
sation the penalty is exhaustion and death. 

When an investor buys a share in a min- 
ing or oil company he becomes a junior 
partner in the plundering process which 
might continue for five, fifty, or a hundred 
years; but the day of reckoning must come. 
The feast is temporary. Those who par- 
ticipate might beat the bountiful senior 
partner to it, by getting back the invest- 
ment and something over. The calculat- 
ing, initiated investor usually does. The 
average investor loses the unequal con- 
test. 

In its strictest sense, a mining or oil in- 
vestment does not pay “dividends.” It 
makes periodical distributions. The first 
five to twenty of these distributions are 
necessary in the first place to repay the 
principal, without interest. The remain- 
ing distributions represent interest and 
profit. How many distributions are you 
assured of? What guarantee have you 
against flooding, “pinching out,” errors of 
judgment (engineering as well as man- 
agerial), or the baffling contrariness of 
nature’s “indications,” which can in a very 
short while turn a producer into an ex- 
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pensive hole in the ground? These distri- 
butions are called “dividends” by habit or 
custom, but the wise investor will always 
substitute the word “distribution” for “divi- 
dend.” 

Mining shares distribute their reserves 
and substance at intervals, as steps towards 
final liquidation. 

The difference between the mine which 
has already closed down and any issue dis- 
cussed in this series is this: the former is 
a “has been,” while the other is going to 
be in that class at some future date. 
Ultimate exhaustion is certain. The date 
of the final “dividend” is the speculative 
uncertainty which injects the unknown 
quantity into the fascinating occupation 





“TABLE I—APPROXIMATE HIGHS AND 
LOWS OF FORMER SPECULATIVE MINING 
FAVORITES. 


Recent 
High Low 
pO SEE a eee 40 1 
*Goldfield Con................ 10 % 
Green Monster............... 8 1 
eae 7 4 
TE Eivdanccsencdasative 7 1 
Jerome Verde................ 3 Wy 
*Jumbo Extension............. 4 ly 
EE Velie kilns ob btn ae unetuk 7) 3 
*Butte & Superior........... 105 12% 
“Crown Reserve... ......cccess 4 % 
a re ee 40 11% 
*Tennessee Copper ............ 70 i 





*Dividend payers. 








of picking the winners among the mining 
issues. 

There is a further and more important 
difference between the issues discussed in 
this series, and that Kalso Mining Con- 
solidated stock with the purple border and 
gold label that you might own, or contem- 
plate buying, on some Get-Rich-Quick 
Wallingford’s assurance that “it is another 
United Verde.” The difference is, that the 
issues discussed are going to give you a good 
fighting chance for your money; they are 
“mining stocks of merit.” Note that they 
are not labelled “investments of merit.” 
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Their selection is based upon merit, in their 
class: they are likely to become substantial 
producers in good time, and “has beens” 
some day. Kalso Mining Consolidated, 
together with about 99% of mining stocks 
bought by the unitiated, are in the ‘“‘never- 
was-and-never-will-be” class. 

Buying honest-to-goodness “low-priced 
mining stocks in the early stages of develop- 
ment is sane speculation. Buying because 


subject, and we hope to recapitulate the 
fundamental principles of amortization, 
later in this series. Mining stocks can- 
not be conservatively purchased without an 
understanding of the purpose of amortiza- 
tion, and the method of application to in- 
dividual issues. 

Meanwhile, the discriminating investor 
might study the following Table I here- 
with, as a possible antidote to any bullish 








TABLE II—HOWE SOUND-BRITANNIA MINING CO. 


CONDENSED COMPARATIVE BALANCE SHEETS 1914, 1915 and 1916 AS AT DECEMBER 
31st OF EACH YEAR 


Assets: 


Mining property .........ccsccsccccccccscccees 
Plant, buildings and machinery.............-- 
Marine equipment 
Investments in subsidiaries, stores, power com- 

panies, railway and water supply........... 
Inventories 


Bills receivable 
Accounts receivable 
Taxes paid in advance...........-.-.++e+eseees 


POORER EERE HEHEHE EEE HEHEHE EHH EEE EES 


wee eee eee eee eee eee eee eee eee 


rrr eT eee eee eee eee eee eee eee 


Tree eee eee eee ee eee ee ee eee 


Liabilities: 
Capital stock outstanding 
Bonds outstanding 
Reserves for depreciation and insurance......... 
Current liabilities (accounts payable, etc.)...... 
Notes or loans 
**Surplus 


Tee P PPP eee eee eee eee 


TROP eee eee eee eee eee ee eee 





TReCe Pee eee eee eee eee eee eee 

















Howe Sound *Britannia Co. 
1916 1915 1914 
$6,797,603 $2,120,944 $1,744,890 
3,328,076 * 2,543,849 2,067,343 
101,706 
719,782 405,738 384,949 
341,247 124,289 127,614 
478,401 
6,158 6,158 6,158 
194,366 220,686 46,623 
910 524 370 
734,580 56,456 34,041 
$12,702,833 $5,478,645 $4,411,993 
*$1,984,150 $2,299,150 $1,625,000 
5,111,000 
1,627,853 926,665 619,825 
411,141 191,275 850,135 
550,000 1,239,966 689,680 
3,018,688 821,589 627,351 
$12,702,833 $5,478,645 $4,411,993 


| ~ * Capital of Howe Sound unchanged 1914-1916: owns Britannia Co. 
**Balance Dec. 31, 1914, $627,351; Profit 1915, $194,238; Profit 1916, $1,574,860; Total Sur- 


plus, $3,018,688. 








“the yield is high,” through a tip, a “mar- 
ket letter” boost, or apparent cheapness, 
is sheer folly. 

Would-be investors without surplus funds, 
and without money to risk—and lose if 
necessary—should not permit themselves 
the thrill of anticipation of doubling, treb- 
ling and quadrupling their money by a 
timely purchase of mining stocks. They 
should not buy a single share without mak- 
ing provision for the amortization of the 
capital invested, by setting aside all “divi- 
dends” received in excess of a normal in- 
terest return, as a sinking fund to repay 
the principal invested. 

Many chapters have been written in 
THe Macazine or WALL STREET on the 


over-enthusiasm which Table I of the 
February 2d issue of THE MAGAZINE OF 
WALL STREET may have unwittingly en- 
gendered. The list is by no means com- 
plete or thoroughly representative. It is 
presented to make evident that a “dividend- 
payer” is not necessarily an “investment,” 
and that buying mining stocks can be a 
hazardous, expensive pastime, unless the 
tour through the group is very personally 
conducted by a guide who knows the true in- 
wardness of mining stock speculation. 


Howe Sound—A Copper-Silver 
The Howe Sound Company, usually re- 
garded as a copper producer, is in reality 
a copper-silver enterprise, and, like Anacon- 
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da, holds the trump cards in the game of 
mining: the “King” and “Queen” de- 
scribed in our February 2d issue. 
Chartered in 1903 as a holding corpora- 
tion for the Britannia Mining & Smelting 
Co., Ltd., of Canada—a copper producer, 
it owns the outstanding stock of the lat- 
ter, and controls its subsidiaries, the Bri- 
tannia Power and Howe Sound Power 


($1 par). There are also $5,111,000 
20-year 6% bonds (authorized $6,000,- 
000) issued in 1915 to purchase the El 
Potosi property. 

The Britannia property is an important 
Canadian producer, aggregating 20,639 
acres of mineral claims, 4,336 acres of tim- 
ber lands, and 17 beach lots at Britannia 
Beach, Howe Sound, British Columbia. 








TABLE III—1917-1916 COMPARISON—COPPER OUTPUT OF REPRESENTATIVE 


PRODUCERS. 
Estimated Actual Estimated Actual 

ARIZONA: 1917 1916 MICH. (LAKE): 1917 1916 
re 165,000,000 152,263,729 Wolverine ..... . 5,163,979 6,185,753 
Inspiration (a) ......... 80,050,000 120,772,637 Ahmeek .............. 28,183,024 24,142,158 
eer 000 74,983,540 Allowez ............... 9,039, 10,219,290 
Un. Verde (b) ........ 70,000,000 58,299,573 Isle Royale ........... 543,648 12,412,111 
Un. Verde Ex. (b)..... 60,000,000 36,402,972 Osceola ............... 16,189,856 19,586,501 
Cal. & Arizona........ 59,250,000 74,898,788 NEVADA: 
New Cornelia (c) ...... SED. eessedes ° 

OS SEN Doig 42,000,000 53,433,863 SS 9 Sere 84,800,000 90,735,287 
Ariz. Copper .........- 34,000,000 47,884,000 Mason Valley (d) ...... 13,638,000 =... 
rT 7 SRR: 21,085,691 32,507,042 Cons. Cop. Mines (d).. 9,500,000 = 1,196,702 
Shot, Arisome ........+< 12,158,705 18,161,763 SN -SeO Win caccnmdée? EE © Gésagee 
— 208 ces aren Sasnaee ikea > NEW MEXICO: 

on. Arizona P ncetne x . 
Memin G0) sic.scsceces 0,258,000 8,473,580 GE ai ouitduinkeskches 83,800,000 72,349,508 
Arizona Com. ......... 4,000,000 4,178,474 MISCELLANEOUS: 
Iron Cap .....----+++- 5,000,000 = =—:1,871,671 Kennecott ............. 80,668,000 108,372,785 

MONTANA: Tennessee .............. 8,000,000 _ 9,404,295 
Anssende (f) ......... 253,000,000 331,893,273 U- S- Smelt. ..:....... 21,400,000 28,888,093 
North Butte ........... 14,006,000 24,498,181 IMPORTS. 
East Butte ............ 19,500,000 18,340,713 CANADA: 
Deets EE cccscesssewe GREE. iaecsates SET sécsns chcdeesess 37,934,526 44,702,164 

UTAH: Canada Cop. (h) 4,325,000 5,196,239 

: Howe Sound .......... 18,000,000 16,288,835 

Utah Copper (g) ...... 204,800,000 187,531,824 Canadian Cop. ......... 40,000,000 — 36,000,000 
Ohio Copper .......... O°. Se 
URE SER gsonscsceces 9,000,000 12,211,118 MEXICO: 

MICH. (LAKE): Greene-Can. (i) ....... 29,860,000 62,000,000 
Cal BE oc ciccens 79,266,484 83,368,860 SOUTH AMERICA: 
Copper Range ......... 45,299,173 54,747,498 Braden ... nae 64,024,000 42,153,270 
QUE ev once cag ocawis Se GED. Ws dn cases escccnee 89,420,000 45,114,000 
Mohawk ..............- 12,142,386 . 13,834,034 Cerro de Pasco ........ 2,000,000 71,024,000 


(a) Severely affected by strikes. 


ing. (c) New producer; controlled by Calumet & Arizona. 
(f) Suffered the record loss through strikes. 
(h) Feb. 2 issue. 


Steady progress noteworthy. 
conda are regarded as “leaders.” 


(b) Properties establishing the Jerome Camp; progres- 


(d) Will be discussed later. (e) 
(g) Utah and Ana- 
(i) Political disturbances. 








Companies. This constitutes the copper- 
producing business of the company. 

The company also owns practically all 
the outstanding stock of El Potosi Mining 
Company of Mexico—a silver producer— 
and through the latter, its subsidiary, the 
Chihuahua Mining Company. This is the 
silver end of the enterprise. 

The authorized share capital is $3,000,- 
000. There is outstanding 1,984,150 shares 


The ore bodies are developed on about 100 
acres. The rest of the large mineralized 
zone within the 25,000 acre property is un- 
explored. 

Equipment, concentrating mill, power 
houses, compressors, plant and machinery 
are modern and adequate. Their valuation 
stood at $3,328,076 at the end of 1916, 
during which year $1,000,000 was re- 
ported as expended in new construction. 
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The mill was taking care of 2,500 tons 
daily in 1915-1916; with additional units 
to be added, its capacity should now be 
around 3,000 tons daily. It is understood 
that future expansions are planned. 

Ore reserves at the end of 1916 were 
estimated at 18,754,502 tons averaging 
1.97% copper above the 1,200-foot level. 
There is a possibility that ore bodies in 
commercial quantities may eventually. be 
encountered still lower; the continuity of 
the veins at greater depth has been par- 
tially demonstrated. 

In 1916 the average recovery was around 
90% and net cost of production 7.3c. a 
pound. The 1917 figures are not avail- 
able, and we expect to see the cost in- 
creased to around 9c. a pound, which is 
not abnormal, considering the times. 

The El Potosi property of 415 acres is 
located 18 miles from Chihuahua City, 
Mexico. Formerly producing silver-lead 
on a fairly large scale, the property is 
well rated, and paid dividends for some 
years. Although development work was 
done during 1916, and production shipped 
to the American Smelting plant at Chihua- 
hua, the closing down of the smelter, and 
disturbed conditions generall¥, handicapped 
progress. Howe Sound bought the prop- 
erty for over $5,000,000, and unofficial 
estimates credit E] Potosi with normal earn- 
ing power of $1,000,000 a year. 

Production—Earnings 

Production of the Britannia mine for 
1916 was 16,288,835 pounds of copper, 
791 ounces of gold, and 91,905 ounces 
of silver, valued at $6,042,538. The 
net balance was $1,574,860, or 80c. a 
share, after expending $1,000,000 for 
construction and equipment. The 1916 
report makes no reference to earnings 
from the El Potosi property. Cash stood 
at $734,580, product in transit $478,401, 
and accounts receivable $194,366. Total 
assets were $12,702,834 and current assets 
$1,755,665. Current liabilities were $961,- 
141, and profit and loss surplus $3,018,- 
688. Table II should prove interesting. 

Production for 1917 is unofficially esti- 
mated at around 18,000,000 Ibs. of copper. 
How such production and relative increase 


compares with all other important com- 
panies will be seen on reference to Table 
I1I—this table should be preserved for fu- 
ture reference. 

The shares have enjoyed a steady mar- 
ket on the New York Curb since 1915. In- 
troduced around the low of 2%, they sold 
up to 9% in the 1916 “boomlet.” The 
average has been 4 to 5. The company is 
under the control of the Schley family, 
well known New York bankers. The re- 
cent death of Mr. Grant B. Schley, Presi- 
dent of the company, removes the princi- 
pal directing hand responsible for the 
company’s development. To the Schley 
family is commonly attributed the absence 
of effort “to create a market.” The man- 
agement has watched the property more 
closely than the market, and is regarded 
as conservative and capable. We doubt 
whether its careful policy will be altered 
in the future. 


Conclusion 


A prominent copper authority states, “its 
stock is a desirable investment and ranks 
high.” The company controls an impor- 
tant North American copper property, and 
a promising silver mine in Mexico. On a 
portion of its copper holdings, positive ore 
reserves give the shares substantial intrinsic 
value, well above the prevailing market 
price around 4; even in a normal copper 
market. Indications favor a sizeable in- 
crease in reserves as development proceeds. 
Low cost of production is a favorable 
feature. A reasonably long life is assured 
for its copper property, while its silver mine 
will be a potential source of large revenue 
some day. Britannia mine is equipped for 
large production, and signs of progress may 
be expected in the forthcoming 1917 report, 
due in March. As a speculative investment, 
the shares are among the best in their class, 
and on this basis, are recommended for pur- 
chase. Their low price discounts many un- 
favorable factors, such as, an inopportune 
“buying time” for coppers, the remoteness 
of dividends, and economic conditions like- 
ly to affect the company, as well as the 
general market, in the near future. 


(To be continued.) 
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It is not ae we much of those who stay behind to set a new standard of national 
illard V. King, President Columbia Trust Co., New York. 
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Mining Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





ALASKA GASTINEAU —Steel Mill 
Planned—Plans starting work on the con- 
struction of an electrically operated steel mill 
on Puget Sound, near Seattle, by interests 
connected with the company, to cost about 
$25,000,000, of which $9,000,000 will be ex- 
pended on the initial installation. 


ANACONDA—1918 Likely to Break 
Records—Despite 23%4-cent copper, high 
costs and taxes, likely to make an excellent 
showing in 1918. It probably will earn $30,- 
000,000, or $13 a share, <fter all charges and 
taxes, on a par with the 1917 estimate. 

Now that operations have returned to nor- 
mal, it is predicted that 1918 will break all 
production records. Assuming that there is no 
interference with output, Anaconda should 
turn out 350,000,000 Ibs. of copper. Costs are 
high and might go higher, but estimating an 
average profit of cabr 9 cents a pound on this 
output would mean metal returns of $24,- 


January production was at the annual rate 
of 298,000,000 Ibs. The 1917 smelter output 
was 255,627,792 Ibs., compared with 331,893,273 
Ibs. in 1916. 

The company was favored with good 
weather in December, when operations were 
brought up to normal levels, but the decrease 
in efficiency among the miners, estimated at 
20%, was in the main responsible for the ina- 
bility to get production above the 25,000,000 
Ib. mark. 

Assuming that Anaconda would be called 
upon to pay $5,000,000 tax on $35,000,000 in- 
come, net profits of $30,000,000 applicable to 
the 2,331,250 shares in 1918 would be $11,350,- 
000 in excess of the $8 dividend requirement. 


CERRO DE PASCO—Remaining 10-Year 
Bonds Called—Has called for payment the 
remaining outstanding ten-year convertible 6 
per cent bonds at 105 and interest, amounting 
to $3,473,000. 

Company started 1918 with an excellent 
showing, January output being 6,798,000 Ibs., 
or at the annual rate of about 81,600,000 Ibs. 
Production in 1917 was 72,674,032 lbs., against 
71,000,000 in 1916. 

The January production was 490,000 Ibs. in 
excess of December and 626,000 Ibs. better 
than the 6,172,000 lbs. turned out in January, 
1917. Furthermore, it came within 554,000 Ibs. 
of October’s high record production of 7,352,- 
000 Ibs. 

Cerro officials are bending every effort to 
pos output up to the 90,000,000 Ib. level in 


CON. COPPERMINES—Production, 12 
Months—1,450,000 Ibs. in December brought 
the total for 1917 up to 9,600,000 pounds. This 
compares with 1,197,000 in 1916. 

The Coppermines Co. produced 7,000,000 
pounds of copper in the last six months of 


1917. Company showed about 17 or 18 cents 
operating cost in the third quarter of 1917. 
For the final quarter costs may prove higher. 
Coppermines can produce 15,000,000 
Ibs. copper in 1918 at 17%c. cost, it would 
mean $900,000 operating profit before taxes, 
on 23%c. copper. Such earnings would exceed 
$1 per share on 806,205 shares issued, disre- 
garding convertible bonds outstanding. 


GRANBY—Production, 1917, 35,846,388 
Lbs.—Production for 1917 totaled 35,846,388 
Ibs. This compares with 1916's total of 44,- 
502,144 Ibs. Total production for 1917 shows 
a decrease of 8,655,756 Ibs. as compared with 
1916, this was due entirely to the lessened out- 
put at Grand Forks. At the last annual meet- 
ing of stockholders it was emphasized by com- 
pany officials that Grand Forks had passed 
the zenith of its productivity. 


GREENE CANANEA—Regular Divi- 
dend Indicates Prosperity—Continuing the 
quarterly dividend of $2 a share indicates the 
prosperous condition of the company, despite 
serious labor troubles at the property in 1917 
and resultant curtailed production. 

Mine output of 30,260,000 Ibs. in 1917, com- 
pared with 62,250,067 Ibs. in 1916. In addition 
to war taxes in the United States, Greene 
Cananea also had to contend with taxes in 
Mexico. 

Assuming there is no interference with 
operations over the rest of the year, Greene 
Cananea stands a good chance of producing 
in the neighborhood of 63,000,000 Ibs. of copper. 
This would exceed 1916’s high record output. 


HECLA—War Taxes Call for Large 
Payment—In commenting on the action of 
the directors in passing the dividend the sec- 
retary of the company stated that'the war ex- 
cess profits tax law “in its present form will 
call for an extremely large payment by June 
15, 1918, for taxes for the year 1917.” 


JEROME VERDE—Report, Quarter 
Ended Dec. 31.—Engineer Henderson re- 
ports: “1600 tons of ore mined. Shipments 
average 8.25%, and proceeds have paid a pro- 
portion of the development expenses. This 
ore body, which is on the main top claim, is 
40 feet long and six to 20 feet wide. The ore 
remaining is not measurable, but probably sev- 
eral thousand tons more are available above 
the 900 level. This was mined under an agree- 
ment with United Verde Extension which 
terminated December 23, 1917. The ore body 
will be accessible through the Columbia shaft 
and our north drift, which will connect with 
the northwest workings in a few months. 


MAGMA —1917 Net Before Taxes — 
Company’s report for 1917 should show net 
profits before taxes approximately $1,470,000, 
or $6 a share before war taxes. Net profits 
in 1916 were $1,097,333, or $4.57 per share. 


(747) 














748 


THE MAGAZINE OF WALL STREET 





Production totaled about 10,700,000 _Ibs., 
conpaced with 8,473,580 in 1916, and 6,046,459 
in 


MIAMI—Production Improvement—This 
company reported production in January, 1918, 
as 4,709,483 Ibs. of copper, compared with 
tool: ,450 in December and 5,020,370 i in January, 


Made a good start for 1918 in January, al- 
though output was 221,967 Ibs. under Decem- 
ber, and within 639,517 Ibs. of June, 1917, the 
high record month, when 5,349,000 Ibs. were 
produced. January ~ production 4,709,483 Ibs. 
was at the annual rate of 56,513,796 Ibs. 


MINERALS SEPARATION—Butte & 
Superior Case—Hearing on the appeal of 
Butte & Superior from the judgment rendered 
against it in the lower court in favor of the 
Minerals Separation for alleged infringement 
of the flotation process, has been brought for- 
ward from March 8 to February 20, at San 
Francisco. 


MOHAWK — Labor Shortage Affected 
1917 Operations—Labor shortage had a 
marked and costly effect on operations during 
1917, as indicated in the smallest copper output 
since 1914. The average recovery was 
_ per ton against 20.81 in the preceding 12 


onths. 

The 1917 rock tonnage was 605,202 against 
664,547 tons and 829,789 tons, respectively, in 
1916 and 1915. With its approximate output 
in 1917 of 12,100,000 Ibs., Mohawk should have 
earned just about the $16 a share it paid in 
dividends, leaving its excess profits tax to be 
paid from its treasury. On Dec. 31, 1916, net 
surplus amounted to $2,333,839, or more than 
$23 a share. From such a surplus the amounts 
required to pay its excess profits tax readily 
can be spared. 


NORTH BUTTE—1917 Production Esti- 
mated—It has been estimated that this com- 
pony’ 1917 production will be 14,583,347 
bs. of copper, 1,222,482 Ibs. of zinc, 671,159 
ounces of silver, and 961 ounces of gold. 


QUINC Y—New Ground Explored— 
Company not only is prosecuting operations 
on the main lode of the Pewabic series, which 
has paid the shareholders dividends for up- 
ward of 60 years, but is exploring a parcel of 
new ground to the south, in the vicinity of 
Hancock lands, where several offshoots of the 
Pewabic have been opened up, in good values, 
by the Hancock Consolidated. 

The Quincy management feels assured that 
it will have another good mine in this field. 


SILVER KING CONSOLIDATED — 
Capital Increase—A special stockholders’ 
meeting has been called to increase the cap- 
ital stock from $700,000 to $1,000,000, owing 
to the reported purchase of California- 
Comstock. 

PR ag mnenn COPPER — Better Con- 

Adjustment of the sul- 

piri acid contract between company and the 
ernational Agricultural has been arranged 
under which Tennessee will receive consider- 


ably larger profits from its sales of acid to 
the fertilizer company. 

Under the readjustment International will 
take the copper company’s entire output, run- 
ning at the rate of nearly 300,000 tons a year, 
but will pay a substantially advanced price for 
all deliveries over 225,000 tons annually. The 
effect on Tennessee Copper’s earnings will be 
material. 

Tennessee earnings for 1917 have been esti- 
mated at around $6 a share, or $3 a share on 
the stock of the Tennessee Copper & Chem- 
ical Co., which owns practically all Tennessee 
Copper stock. Under the contract now in ef- 
fect, and with the larger production, earnings 
in 1918 should be considerably better. 


UNITED VERDE— January Dividend 
Omitted—For the first time in over two 
years United Verde omitted to pay a monthly 
dividend to stockholders. 

While not officially designated as such, the 
company has paid 29 consecutive monthly div- 
idends of 75 cents a share, with 17 “extras” of 
like amount. The last distribution was $1.50 in 
December, making 1917 total paid to stock- 
holders $17. 50 a share. 

Production record was set up in 1917 with 
an output of 70,000,000 Ibs. of copper, an in- 
crease of 11 000,000 Ibs. over 1916. Interpreta- 
tion of the tax law seems to indicate United 
Verde will have to pay a heavy toll on account 
of its comparatively low invested capital ac- 
count. 


UNITED VERDE EXTENSION—1917 
Production 60,000,000 Lbs.—Produced over 
60,000,000 Ibs. of copper in 1917. It is stated 
the company will be unable to have the new 
smeltery completed by March, owing to delay 
in the arrival of the machinery. 


UTAH—Production for 1918—Officials 
look for production figures to break all rec- 
ords in 1918. It is estimated that total output 
will approximate 250,000,000 Ibs., assuming that 
there is no interference with operations. This 
would be about 44,600,000 better than 1917. 

Mine production in 1918 likely will approx- 
imate 20,000,000 Ibs. a month, or 240,000,000 
Ibs. for the year. In addition, something like 
10,000,000 Ibs. is expected from the leachings 
of tailings. This plant will handle 4,000 tons 
daily when running at capacity. 

WOLVERINE—Earned $10 in 1917— 
Production for the calendar year 1917 was 
around 5,150,000 Ibs. of copper, somewhat 
smaller than had been anticipated. On this 
volume of output the company must have 
earned between $10 and $11 per share. As divi- 
dends of $7 in April and $6 in October were 
paid, a material reduction in the rate is to be 
expected when the directors meet for action in 
March. 

With copper selling at 23% cents Wolverine 
ought to be able to earn $6 or $7 a share an- 
nually over and above excess profits tax re- 
quirements. The company undoubtedly has 
at least eight years of productive life remain- 
ing, and, as stated seven months ago, it had 
more than $18 of cash and quick assets on 
hand for share of stock outstanding. 
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Eastman Kodak’s Prosperity 


An Unbroken Record—Phenomenal Earnings—Position of 
Pending Litigation 





By WILLIAM T. CONNORS 





STMAN Kodak is a company 
which has fairly wallowed in 
prosperity. Amateur photography 
has become so popular, and the 
folding camera is now such an essential 
part of the equipment of every tourist and 
vacation-seeker, that it has merely been 
necessary to supply the demand. 

This company, through being early in 
the field and through its extensive and 
skillful advertising, has obtained a very 
large part of the available business of this 
kind all over the world—in fact so large a 
part that its competitors are constantly 
charging it with monopoly. 

Back in 1907, earnings on the preferred 
stock were over 100 per cent. and on the 
common stock 24 per cent. This looks like 
a reasonable degree of prosperity, but that 
record has been entirely thrown in the 
shade by later results. In 1916, 280 per 
cent. was earned on the preferred stock and 
86 per cent. on the common. Dividends, 
which in 1907 were 20 per cent., were 
70 per cent. in 1916—10 per cent. regular 
and 60 per cent. extra. 

The 1917 report is not yet available, 
but during that year only 50 per cent. divi- 
dends were paid on the common stock, 
which may perhaps indicate that profits 
for the year were not equal to those of 
1916. 

It is probable that the demand for ko- 
daks has been considerably reduced by the 
war. More than 90 per cent. of the sales 
of photographic equipment would have to 
be classed as luxuries, and war economy 
since this country entered into the contest 
has undoubtedly operated to reduce pur- 
chases of this character. Inventories are 
relatively small in a business of this na- 
ture, but of course they have not escaped 
a considerable increase as a result of high 
prices of materials. The item of “mer- 
chandise, materials and supplies,” which 





was $10,117,000 in 1914, had risen to 
$16,760,000 in 1916, and it is entirely 
probable that the forthcoming report for 
1917 will show a still larger figure. 
However, a company which can pay 50 
per cent. dividends on its common stock in 
one year and still have a liberal surplus 
left, can hardly be said to be suffering ad- 
versity. It has been the invariable policy 
of this company to keep dividend payments 
well inside of profits, and undoubtedly the 








Eastman Kodak—1916 Balance Sheet 


Assets 

A, enc disaehaue $16,776,047 
Welfare fund assets............... 1,056,548 
Insurance, etc., reserve............. 369,210 
ES SE eee 2 16,760,084 
Accounts and bills receivable. ...... 4,875,912 
DE Vedoutkckaccsesabdehtabbiiid 5,298,515 
eR ee re FTO”: 448, 

pr er ae ty $55,585,161 

Liabilities 

Pe IEE a5 co cadovaitivesees $6,165,700 
CO MOE og. . ces Svcsey cdvabes 19,538,400 
WPMD... n o0c tse nesesete 1,056,548 
ODS os onic i cdaosasducet 1,684,298 
Profit and loss surplus............. 18,670,918 
Accounts payable ................. 3,980,672 
Dividends unpaid ................. 4,488,625 

MER, cnc esGcowenmsaenndabein’ $55,585,161 








report will show a considerable surplus 
earned above the 50 per cent. dividends 
paid. 

Good Will and Patents Charged Off 

Down to 1913, the assets of the company 
as shown in the balance sheet lumped real 
estate, buildings, good will, patents, etc., 
in a single item, which in that year was 
$34,983,000. But in 1914, a profit and 
loss surplus of $27,572,000 having accu- 
mulated, the sum of $15,798,000 was de- 
ducted from the surplus to offset goodwill 
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and patents. Consequently in later bal- 
ance sheets no value has been assigned to 
good will and patents, although it is obvi- 
ous that they must be extremely valuable. 
Real estate, buildings, etc., were placed at 
$16,776,000 in 1916, which represents cost 
less adequate charges for depreciation. 

The company always keeps a liberal 
working capital on hand. In 1916, this 
was $28,914,000, which compares with less 
than half that amount no longer ago than 
1910. 

This company was incorporated in 1901, 
acquiring the entire capital stocks of the 
Eastman Kodak Co. and the General 
Aristo Company, both of Rochester, N. Y. 
There are branch companies, all including 
the name Kodak, in London, Paris and 
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Berlin. The war has necessarily interfered 
seriously with the company’s European 
business, and in view of that fact it is in- 
deed remarkable that such a tremendous 
increase in the total was recorded in 1915 
and 1916. 

At a later date, Eastman Kodak also ac- 
quired the Rochester Optical & Camera 
Co., and the M. A. Seed Dry Plate Co. of 
St. Louis. Still later, in 1909, the prop- 
erty of the Artura Photo Paper Co. of Co- 
lumbus, Ohio, was purchased and in 1914 
the plants of the Eastern Chemical 
Works, of Elmwood, Conn., were acquired. 

Pending Litigation 

In 1915, the United States District 
Court held that the Eastman Kodak Com- 
pany was a monopoly in restraint of trade. 
The company appealed this decision to the 
United States Supreme Court, in the 


. 


meantime agreeing not to extend its al- 
leged monopoly and to “discontinue any 
unlawful practices.” This appeal has not 
yet come to trial, and the Government has 
recently announced that this suit, among 
others, will be suspended during the period 
of the war. In the meantime there has 
been no substantial check to the enlarge- 
ment of the company’s business. In fact, 
plans are now being prepared for a new 
five-story reinforced concrete building, cost- 
ing $500,000. 

The company has had considerable other 
litigation. In 1916, a settlement was ar- 
ranged with the Hall Camera Company in 
a damage suit under the Sherman Law for 
$750,000. In March, 1917, a damage suit 
for $924,000 under the Sherman Law was 
filed by G. C. Gennert, an importer of pho- 
tographic supplies. In November, 1917, 
another suit by the United States Aristotip 
Company was brought alleging the attempt 
to establish a mononoly of the sale of pho- 
tographic print papers. 

In the main the company has bgen suc- 
cessful in avoiding serious losses through 
litigation. Its business has been so large 
and so profitable that the cost of litigation 
has been a minor item. 

The stocks of this company are inactive, 
although listed on the New York Stock Ex- 
change. The price of the common has re- 
cently been about 450 bid, and it is evident 
that the current dividends make it attract- 
ive even at this level. It would be a very 
difficult matter to buy any considerable 
amount of this stock. 


Outlook 


The general outlook for the company 
appears to be unusually free from difficul- 
ties. It is so strongly intrenched in its 
field that it is able to meet competition on 
better than equal terms. Even if the gov- 
ernment, after the war, should decide to 
push the anti-trust suit against this com- 
pany, it does not seem probable that stock- 
holders would be seriously injured, even if 
the decision should be adverse. The re- 
sult of the subdivision of the Tobacco 
Trust is well known, and the Kodak indus- 
try would be likely to suffer even less as a 
result of division into several separate 
companies. 




















Gradual Growth of Otis Elevator 


A Consistent Record—War Orders—Sharp Rise in Inven- 
tories and Payables 





By ERNEST P. WILLIAMS 





TIS Elevator has been doing a grad- 
ually increasing business since it 
was incorporated in 1898, when 
it acquired the property and good 

will of a number of other companies en- 

gaged in the manufacture and sale of ele- 
vators. 

As will be noted from the graph here- 
with showing earnings and dividends on the 
common stock, the company’s business has 
fluctuated with changes in the condition of 
general trade throughout the country, but so 
far as the internal conditions of the com- 
pany are concerned, its growth has been 
comparatively slow but apparently stable. 

Dividends began on the common in 1903 
at the rate of 2 percent. In 1906 this was 
increased to 3 per cent., in 1910 to 4 per 
cent., and in 1913 to 5 per cent., where the 
rate still stands. The preferred stock has 
paid 6 per cent. since 1899. Earnings have 
shown throughout a very satisfactory mar- 
gin above dividends. This, record in itself 
shows the conservative character of the 
management and the healthy growth of the 
business. 





War Orders for Otis 


The entry of the United States into the 
war caused a drop in the regular business 
of the company due to a decline in build- 
ing operations everywhere, but it also caused 
the placing of some orders for freight and 
service elevators in lines of work connected 
with the war. 

Last December Wall Street was tempo- 
rarily electrified by the report that the Gov- 
erment had placed an order with Otis 
amounting to $70,000,000, on which the 
profit would be $10,500,000 or about 104 
per cent. on the company’s stock. But by 
the time the statisticians got their pencils 
sharpened and began to distribute this 
order around to the company’s plants—at 
Chicago, Buffalo, Yonkers, Philadelphia, 
Harrison, N. J., and Quincy, Ils.—it was 
discovered that a misplaced decimal point 
had raised the order from $7,000,000 to 
$70.000,000. 

The work is to be done on a cost-plus 


basis and will net the company not over 
$1,000,000—probably somewhat less. This, 
however, is a nice windfall, amounting to. 
perhaps 9 per cent. on the stock. 

The 1917 report has not been given out 
yet. President W. D. Baldwin vouchsafes 
the information that earnings for the year 
will be “satisfactory” and that unusual ac- 
tivity on Government orders will be the 
feature of 1918. On the basis of present 
information it is probable that the 1917 and 
1918 earnings will not fall far short of 
1916, when 9.4 per cent. was earned after 
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depreciation, and there is a possibility that 
they might even exceed that figure. 

The Government work to be done is 
understood to be principally on recoil cham- 
bers. Similar orders, in still larger amounts, 
have been taken by Dodge Bros. of Detroit 
and by.the Midvale Steel Co. Otis is well 
equipped for this class of work, and it seems 
probable that its facilities will be required 
by the Government for the most part while 
the war lasts. $ 

Jump in Inventories and in Payables 

When we turn to the company’s balance 
sheet, the striking feature is the increase 
in inventories and in bills and notes pay- 
able. The one is, of course, in large part 
the cause of the other, and they are shown 
together on the accompanying graph. 

The great rise in inventories is by no 
means peculiar to Otis. All industrial com- 
panies are having a similar experience, as a 
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result of the high prices for all materials. 
With prices doubled, why shouldn’t inven- 
tories double? If they didn’t the company 
<ouldn’t be doing much business. 

But bills and notes payable jumped from 
$650,000 in 1912 and $1,150,000 in 1914 
to $5,512,500 Dec. 31, 1916, and it is not 
improbable that they will be found to have 
been higher still at the end of 1917. Ac- 
counts payable also increased, but accounts 
receivable gained along with them, so that 
the situation is balanced in that particular. 

The management is evidently proceeding 
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on the assumption that it can well afford to 
borrow money against its big inventories, 
rather than cut the dividends to the stock- 
holders. That assumption may be all right. 
It is certainly natural that the company 
should wish to keep up its even dividend 
record, and having done a very profitable 
business in 1916 should hesitate to take the 
dividend-money to carry its inventories with. 


At the same time it must be said that this 
is the least conservative point in an almost 
uniformly conservative record. 

This would not be considered borrowing 
money to pay dividends with, for the money 
was evidently borrowed to carry the inven- 
tories. Yet, as a matter of fact, the com- 
pany did borrow money at the same time 
that it was paying money out as dividends. 
It is a perfectly common corporation prac- 
tice and within limits it is quite defensible. 
But suppose inventories go on increasing— 
how far should this plan be carried? 

Cash on hand, in the meantime, has not 
risen at the same rate. At the end of 1916 
it was $898,000 against $675,000 in 1912. 


Outlook for the Stock 


With a property account of $14,984,000 
at the end of 1916, the company had 
outstanding $3,200,000 debenture bonds 
(which are being reduced at the rate of 
$100,000 a year), $6,500,000 6 per cent. 
preferred stock, and $6,371,000 common 
stock. Net working capital—or excess of 
current assets over current liabilities—was 
$5,195,000; equal to about $81 a share on 
the common stock. 

The stock is unlisted and has a narrow 
and uncertain market. It is now quoted 
somewhat below 50, with about $5 spread 
between the bid and asked prices. It has 
every appearance of being worth the money. 
But it is purely an inactive investment is- 
sue, with little speculative attraction. Many 
stocks of that class have been on the bar- 
gain counter recently. 








SUGGESTIONS IN REGARD TO INQUIRIES 
The very heavy volume of inquiries which this publication is now receiving makes it nee- 
essary to ask our subscribers to co-operate with us in order that we may maintain and improve 
the high quality of service which the Investors’ Personal Service Department renders to our 


readers. We therefore suggest that: 


(1) Not more than two or three inquiries be submitted at one time. Occasionally a sub- 
scriber sends in a long list of securities asking for an opinion on each. The careful manner in 
which the Investors’ Personal Service Department handles its inquiries makes it impossible to 
give such inquiries the immediate attention necessary, without slighting other inquirers. 

(2) Write all inquiries on a separate sheet of paper, which should bear the writer’s name 


and address. 


(8) Enclose stamp or stamped and addressed envelope. 

The above suggestions are drawn up for the benefit and protection of our readers and 
those inquiries which conform with them will receive first attention. 

When a reader wishes a special investigation or a special analysis of a security or a subject 
we shall be pleased to submit an estimate of the special charge for such work. 


























Under the Microscope 
A Critical Analysis of New Security Offerings 
By “MAGWALL” 








[The purpose of this new department is to analyze, weigh and classify offerings of new 
securities, without fear or favor, and also without malice or prejudice. It would be easy to 
stigmatize most new securities as “unseasoned,” or as “having doubtful prospects,” or as 
“highly speculative,” and in possibly nine cases out of ten the critic might turn out to be 
right. He might, in fact, build quite a reputation by this simple and easy method. 

Every new project has doubtful prospects and its stock is almost always highly speculative. 
Bell Telephone—usually placed in the forefront of the stage setting laid out by the dishonest 
promoter—had extremely doubtful prospects at the start and was about as highly speculative 
as a stock well could be. 

The purchaser of securities of a new enterprise is taking chances. There is nothing 
wrong about that if the nature of the proposition is truthfully explained to him, if the securi- 
ties are offered on a reasonable basis, and if the management makes an honest effort for 
success. The promoter who has done all that and has nevertheless failed because of condi- 
tions which could not have been foreseen, should not be censured. His next effort should be 
given the same impartial examination as his previous one. 

This department will be conducted by “Magwall.” Besides many years of work in Wall 
Street, he has had experience with two of the best known public accounting firms and has 
been associated with several business and financial enterprises in different parts of the 
country. ' 

Magwall will tell the facts as he sees them. Investments which are investments will be 
called such and speculations and mere gambles properly tagged—no matter what the promoter 
calls them. - Magwall claims sincerity, but rot omniscience. If he makes mistakes he will be 





glad to have them pointed out and if convinced of error will gladly make correction. 
As a part of this department Magwall will give each time a “Little Lesson in Promotion 
Finance,” which a purchaser of stocks cannot afford to miss.—EDITOR.] 





Little Lessons in Promotion Finance 
I—Where the Money Goes. 


WHILE ago the Michigan authori- 
ties limited the commission on an 
automobile stock promotion to 
10%. Let me surprise you— 

10% isn’t enough for handling a new ven- 
ture of this kind. I know of one firm 
which financed a new motor truck corpora- 
tion. Purchasers of the stock were and are 
given a fair run for their money. The sales 
campaign, while necessarily enthusiastic, 
was well handled. Financial requirements 
were met from stock sales and the trucks 
are today manufactured in quantity in an 
adequate factory owned in fee. Yet the pro- 
moting firm did not make a reasonable net 
profit, though it received 25% of the pro- 
ceeds of the stock sales. 

But take another automobile proposition. 
It was proved that the individual dispos- 
ing of the stock paid in notes, not cash, 
$1.70 for stock sold for $7 per share. The 
public put over $1,000,000 into the stock, 
but the corporation did not receive enough 
real money to start commercial operations 
before a receiver had to be called in. Ad- 
mittedly this is an extreme case. However, 
there are important firms which are known 





among analysts as “sixty-five per cent. 
houses,” this percentage being their usual 
requirement. 

Reasonable remuneration depends upon 
the nature of the promotion, but the outside 
figure cannot be over about 30%, with the 
average much less. 

We know about what the underwriters of 
Bethlehem preferred paid for their stock, 
and what part of the proceeds of the new 
Westinghouse notes reached the Westing- 
house treasury. When analysis of balance 
sheets will not divulge the information I 
have found a good part of the high grade 
investment houses quite willing to tell me 
confidentially (and their word is good) 
exactly what they have paid for their offer- 
ings on bonds. 


Empire Tire and Rubber Company 


The present stocks represent the recapi- 
talization of a business established in 1887. 
Not a very new proposition one might say. 
However, as Messrs. Andrews & Company, 
who offer the new stocks, give no figures as 
to past earnings or as to the earlier financial 
position of the company, it must be con- 
sidered analytically as new. 

It was recently stated that the company 
is signed up for months in advance and was 
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working 1,500 men in three shifts. The 
capacity of the plant was claimed to be 
1,500 tires and 1,800 inner tubes a day, be- 
sides mechanical rubber goods of all kinds. 
Sales for 1916 were not given but were said 
to have increased the first half of 1917 near- 
ly 95% over the corresponding months of 
1916, and an increase of output to 2,500 
tires a day was necessary. 

Empire now has $1,500,000 of 8% cu- 
mulative preferred stock of $100 par. It 
is convertible into common at par, ten 
shares of common for one of preferred. Of 
the $10 par common, $3,000,000 is out- 
standing and an amount equal to the pre- 
ferred held for possible conversion. 

At last report Messrs. Andrews & Com- 
pany were offering the preferred at par, 
but the net price was really 93, as a whole 
year’s dividends were attached. The com- 
mon was sold at $8. 

The most recent balance sheet I have 
seen is of October 1, 1917. It bears no 
public accountant’s certificate, but it is not 
necessary to be skeptical about most of the 
actual figures to come to definite conclu- 
sions. 

Accounts receivable stood at $671,195.58. 
As I have no earlier balance sheets, I can’t 
tell whether this amount represents mer- 
cantile accounts, or whether at least part 
is for securities sold. Ill consider the 
former the case, and that the accounts are 
good. Notes receivable were $11,245.61, 
cash $148,008.24, and “investments” $7,- 
406.59, making a total of working assets 
of $1,997,027.42. 

The quick liabilities were notes payable 
of $865,000 and accounts payable of $253,- 
512, a total of $1,118,512. The experi- 
ence of the Rumely Company, among 
others, shows how vain it is sometimes to 
depend upon inventories as quickly convert- 
ible. It appears, then, that Empire was in 
none too strong a current asset position on 
October 1. In fact, considering, as con- 
servative analysts do, that inventories are 
not current, but working assets, Empire 
showed a floating debt of sizable propor- 
tions after selling millions of dollars of 
securities. 

The Good Will item stood at $2,906,- 
621.60. Credit must be given Messrs. An ~ 
drews & Company for making this plain, 
though it is not plain that the firm shows a 
balance sheet to each Empire security pros- 





It would have been so easy to have 


pect! 
included the Good Will with the plant 


account. The segregation of the accounts 
makes possible a comparison of the Good 
Will account of $2,906,621.60 with the 
$3,000,000 common stock. It is plain that 
the common stock is water except as earn- 
ings are conserved. 

However, the preferred stock is offered 
with a whole year’s dividends attached, as 
above stated. Dividends declared are actual 
liabilities, and a year’s preferred dividends 
amount to $120,000. This amount is not 
referred to the balance sheet. 

Now as to earnings. Though the com- 
pany has been in operation since 1887, I 
have no earnings except for the nine months 
ended September 29, 1917, of $316,492.78 
and for October of $25,126.29. Net for the 
twelve months of 1917 was estimated at 
$450,000. The statement at hand does not 
show whether the amount is after excess 
profits tax or not—a most important con- 
sideration. I'll take the estimated figure 
of $450,000 for the year as “after taxes.” 
Subtracting $120,000 for preferred divi- 
dends, the balance for $3,000,000 of com- 
mon is just 11% on the common. 

This wouldn’t be bad perhaps in ordi- 
nary times and if reinforced by a stable 
record covering several years. But don’t 
forget that the common stock that has been 
offered at $8 is on a par of $10, or $80 if 
figured on $100 par. Eighty is just about 
what Woolworth common came out at 
years ago. Woolworth common was all 
water too, but it showed a consistently in- 
creasing earning record, covering five years, 
of the corporations merged into the present 
Woolworth. One of these years was 1908, 
a terrible year for most corporations. 

For around 60 you can buy Northern 
States Power common, a 7% dividend payer, 
showing consistent and increasing earnings, 
now running about 15%. Empire Tire 
common looks very thin even at $8 as the 
speculation it is. How much less than $8 
did the Empire Tire & Rubber Company 
receive per share? ‘ 

Just a word about the preferred. It is 
barely covered by assets. Earnings have 
been available for about a year of the com- 
nany’s 32 years of existence. Figuring it 

ret at 93 it is selling to yield but a bit 
more than Bethlehem Steel convertible pre- 
ferred. Is further comment necessary ° 
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Unlisted Security Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





AETNA—Liabilities Reduced—Of the $4,- 
608,475 current liabilities on April 19, 1917, 
there remains but $1,500,000, all of which is 
due to mercantile creditors. Just before 
the close of 1917 the receivers paid off 
the last of the bank loans and _ notes 
remaining from the old management. These 
consisted of $833,000 in loans held by Boston 
banks and $250,000 in notes held by individuals. 
All these obligations, which have been met 
by the receivers, amounting to over $3,100,000, 
were paid out of earnings of the company 
since the receivers took charge. 


AMERICAN BRASS—Earned $47.39— 
Report, year ended Dec. 31, 1917, shows: Net 
profits $3:109,177, against $10,991,669, and sur- 
plus $434,177, against $7,241,669 for 1916. 
Dividends were $6,675,000 in 1917, against 
$3,750,000 in 1916. Net —_ $7,109,177 for 
the year are equal to $47.39 a share, against 
$72.66 in 1916 and $40.85 in 1915. Balance 
sheet, as of Dec. 31, 1917, shows a profit and 
loss surplus of $20,453,851- compared with 
$20,019,674 Dec. 31, 1916. 

This company, the largest consumer of cop- 
per in the United States, has but 150,000 shares 
of common stock’ and no bonds. 

The excess of quick assets over current lia- 
bilities is equal to $160 per share—a showing 
which has few parallels in corporate finance. 

The allowanee of $5,000,000 for taxes would 
indicate that the directors expect the company 
will be called upon to make a liberal contribu- 
tion to the national war chest. This sum is 
equal to 334% on the capital stock and is 
over 40% of the 1917 profits. The percentage 
on the actual invested capital is much less, as 
on December 31 total assets, less $1,705,693 of 
accounts payable, were $44,400,000. 

With a profit and loss surplus of $20,453,851 
at the close of the year, the way would seem 
to be clear for the declaration of another stock 
dividend. 


CHEVROLET—Sales Show 94% In- 
crease—Report sales the year ended Dec. 31, 
1917, as 94% greater than for 1916. The com- 
pany sold in 1917 125,004 cars of a cash value 
of $62,638,303, compared with 69,522 in 1916, 
or a value of $32,306,295. 


Du PONT de NEMOURS—Government 
Contract—Contracts are signed by the War 
Department for the construction of two 
smokeless powder plants, which will each em- 
ploy from 10,000 to 15,000 men, and together 
will cost approximately $100,000,000. The es- 
timated capacity of each plant will be 500,000 
Ibs. daily. 

Company will construct and put into opera- 
tion the Nashville plant. After this begins to 
operate smoothly it will be turned over to the 
Government. Company will receive a nominal 
fee for its services. 


FEDERAL DYESTUFFS—Plan for Op- 
eration—The chairman of a committee of 


noteholders has arranged with a syndicate to 
submit a plan of operating the company’s 
plant, which guarantees the payment of the 6% 
notes, the receivers’ fee and all other outstand- 
ing indebtedness. The syndicate was formed 
by the Curtis & Harvey Co. of Canada, of 
which Col. J. J. Riley of Montreal is the lead- 
ing interest. This company, which suffered the 
loss of a plant in Canada through an explosion, 
has a complete organization and will provide 
$500,000 for working capital. The syndicate 
asks an extension of five years on the 6% notes 
and guarantees to pay off $200,000 of hem 
every year beginning Dec. 1, 1918. It also 
asks that 51% of the common stock be placed 
in escrow until the debts of the company have 
been paid and working capital provided when 
the stock will be owned by the syndicate. 


GRASSELLI CHEMICAL — Statement 
1917, $4,340,062 Net—Statement for 1917 
shows a falling off from 1916 in earnings 
Net applicable to dividends, after allowing 
$700,000 for possible income and excess profits, 
taxes, amounted to $4,340,062 for the preferred 
stock, a falling off of $5,594,938, or 56.3% com- 
pared with 1916. 

As preferred stock for 1917 would use but 
$193,500 of this amount $4,146,562 is left for 
common unless company makes allowance for 
depreciation before considering disbursements 
on the common. 

Not figuring on depreciation, this would 
show earnings 26.93% on the common, as com- 
pared with 64.34% in 1916. 


NATIONAL SUGAR REFINING—1917 
Profits Equal Five Years Earnings—Com- 
pany in 1917 earned more than in five or six 
ordinary years. It is understood profits in 
1917 were between $5,000,000 and $6,000,000, 
a sum equal to 50% to 60% on its $10,000,000 
stock. National Sugar has no bonds and its 
stock is all of one class. Up to 1913 51% of 
the pfd. stock was owned by American Sugar. 
As the result of litigation the $10,000,000 com- 
mon stock owned by the Havemeyer estate 
was cancelled and the pfd. was exchanged into 
common. Later American Sugar sold half of 
its $5,100,000 stock, offering this half to its 
own stockholders. National Sugar, in slight 
keeping with its earnings, has increased its 
dividend rate from a 6% to a 7%-basis. It is 
understood that book surplus amounts to $75 
per share. 


WHITE ENGINEERING—Contract for 
Hydro-Electric Plant—Great activities are in 
progress at Muscle Shoals, near Florence, 
Ala., in preparation for the construction of the 
$13,500,000 hydro-electric plant recently an- 
nounced as to generate electricity for operating 
the $30,000,000 ammonium nitrates plant which 
the Government is building. The War Depart- 
ment will build the hydro-electric station, and 
the contract for it has been awarded to this 


company. 
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MARKET STATISTICS Breadth 


Dow Jones Avgs. 50 Stocks (No. 
40Bonds 20Inds. 20Rails High Low Total Sales _ issues) 
ves FUEL HOLIDAY. 
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